FOR PUBLIC INSPECTION

Government Regulation

Patents and Intellectual Property

We currently rely on a combination of patent, trade secret, copyright and trademark law, together

" with non-disclosure sgreements and technical measures, to establish and protect proprietary rights in our

products. We hold a United States patent for a commercial satellite communication system that allows
random access to allotted frequency segments on satellites. The patented system allows our customers to
utilize lower cost networks, while maintaining sufficient throughput and response times. Through Gilat
Florida, we alsa hold a United States patent for the ISAT frame relay system. In addition, we also hold
several patents relating to spread spectrum.

We belleve that our patents are important to our business. We also believe, however, that the
improvement of existing products, reliance upon trade secrets and unpatented proprietary know-how as
well as the development of new products ere generally as important as patent protection in establishing and
maintaining 2 compelitive advantage. We believe that the value of our products is dependent upon our
proprietary software and hardware remaining *‘trade secrets® or subject to copyright protection. Generally,
we enter inta non-disclosure and invention assignment agreements with our employees and subcontractors,
However, we cannot assure that our proprietary technology will remain a trade secret, or that others will
not develop a similar technology or use such technelogy in products competitive with those offered by us.

On May 8, 2000, Gilat Satellite Networks Ltd. and Spacenet In¢. were named as defendants in an
action flled in the United States District Court for the District of Marytand. Plaintiff Hughes Electronics
Corporation alleges the infringement of four patents, and seeks to enjoin further alleged infringement (See
“Iters 3; Litigation™. We intend to vigorously defend against these claims. We do not believe we are
infringing the patents.

~ In addition, from time to time, we may be notified of claims that we may be infringing patents,
copyrights, or other intellectual property rights owned by third parties. While we do not believe we are
currently infringing any intellectual property rights of third parties, we cannot assure that othet companies
will not, in the future, pursue claims against us with respect to the alleged infringement of patents,
copyrights or other intellectual property rights owned by third parties. In addition, litigation may be
necessary to protect our intellectual property rights and trade secrets, to determine the validity of and scope
of the propriety rights of others or to defend against third-party claims of invalidity. Any litigation could
result in substantial costs and diversion of resources and could have 2 material adverse effect an Gilai's
business, financial condition and operating results,

We cannot assure that additional infringement, invalidity, right to use or ownership claims by
third parties or claims for indemnification resulting from infringement claims will nat be asserted in the
future. If any claims or actions are asserted against us, we may seek to obtain a license under a third party’s
intellectual property rights. We cannot assure, however, that a license will be avatlable under terms that are
acceptable to us, if at all. The failure to obtain 2 license under a patent or intellectual property right from a
third party for technology used by us could cause us 1o incur substantial liabitities and to suspend the
manufacture of the product covered by the patent or intellectual property right. In addition, we may be
required to redasign our products to eliminate infringement if a license is not avaitable. Such redesign, if
possible, could result in substantial delays in marketing of products and in significant costs. In addition,
should we decide to litigate such claims, such litigation could be extremely expensive and time consuming

‘and could materially adversely affect our business, financial condition and operating results, regardless of

the cutcome of the litigation,
-

Regulatory Overview, The international telecommunications environment is highly regulated.
As a provider of communications services in the United States, we are subject to the regulatory authority of
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the United States, primarily the Federal Communications Commission (the “FCC'"), We are also subject to
regulation by the national communications authorities of other countries in which we provide service. Each
of thesc entities can potentially impose operational restrictions on us. The changing policies and
regulations of the United States and other countries will continue to effect the international
telecommunications industry. We cannot predict the impact that these changes will have on our business or
whether the general deregulatary trend in recent years will continue. We believe that continued
deregulation would be beneficial to us, but also could reduce the limitations facing many of our existing
competitors and potential new competitors,

We are required to obtain approvals from numerous nationa! and local authorities in the ordinary
course of our business in connection with most arrangements for the provision of services. The necessary
approvals generaliy have not been difficult for us to obtain in a timely manner. However, the failure to
obtain particular approvals has delayed, and in the future may delay our provision of services. Moreover, it
is possible that any approvals that mey be granted may be subject to materially edverse conditions.

United States Regulation. Al entities that use radio frequencies to provide communications

services in the United States are subject to the jurisdiction of the FCC under the Comrnications Act of

‘ 1934, a5 amended (the **Communications Act'"). The Communications Act prohibits the operation of

L satellite earth station facilities and VSAT systems such as those operated by us except under licenses issued
by the FCC. Major changes in earth station or VSAT cperations require modifications to the FCC licenses,
which must also be approved by the FCC. The licenses we hold are granted for ten year terms. The FCC
generaily rencws satcllite earth station and VSAT licenses routinely, but we cannot assure that our licenses
will be renewed at their expiration dates or that such renewals will be for full terms. In addition, certain
aspects of our business may be subject to state and local regulation including, for example, local zoning
laws affecting the instal{ation of satellite antennas. _

International Regulation. We must comply with the applicable laws and obtain the approval of
the regulatory authority of each country in which we propose to provide network services or operate
VSATSs. The laws and regulatary requirements regulating access to satellite systems vary from country to
country. Some countries have substantially deregulated satellite communications, while other countries
maintain strict monapoly regimes. The application procedure can be time-consuming and costly, and the
terms of licenses vary for different countries. In addition, in some countries there may be restrictions on
our ability to interconnect with the local switched telephone network.

Employees

As of May 1, 2000, we had approximately 1191 full-time employees, including 199 employees in
administration and fingnce, 150 employees in marketing and sales, 281 employees in engineering, research
and development and 560 employees in manufacturing, operations and technical support. Of these
employecs, 494 employees were based in our facilities in [sracl, 587 were employed in the United States,
78 in Europe, and 32 in Asia, the Far East, and other parts of the world..

We lso utilize temporary employees, as necessary, to supplement our manufacturing and other
capabilities. We believe that our relations with our employees are satisfactory.

We and our employees are not parties to any collective bargaining agreements. However, certain
provisions of the collective bargainipg agreements between the Histadrut (General Federation of Labor in
[srael) (*Histadrut'*) and the Coordination Bureau of Economic Organizations (including the
Manufacturers’ Association of Israel) are applicabie to Israeli employees by order (the **Extension Order*")
of the Isragli Ministry of Labor and Welfare. These provisions principally concer the length of the work
day and the work week, minimum wages for workers, contributions to & pension fund, insurance for work-
related accidents, procedures for dismissing employees, determination of severance pay and other
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conditions of employment. Furthermore, pursuant to such provisions, the wages of most of our employees
are automatically adjusted based on changes in the Israeli CPI. The amount and frequency of these
adjustments are modified from time to time.

Israeli law generally requires severance pay upon the retirement or death of an employee or
termination of employment without due cause, Qur ongoing severance obligations are partially funded by
making monthly payments to approved severance funds or insurance policies, with the remainder accrued
as 2 long-term liability in our financial statements. See note 7 to Notes to the Consolidated Financial
Statements. In addition, lsraeli employees and employers are required to pay specified sums to the
Nations! Insurance Institute, is similar to the U.S. Social Security Administration. Since January 1, 1995,
such amounts also include payments for national health insurance. The payments 10 the National Insurance
Inatitute are approximately 14.6% of wages (up to a specified amount), of which the employee contributes
approximately 66% and the employer contributes approximately 34%. The majority of our permanent
employees are covered by life and pension insurance policies providing customary benefits to employees,
including retirement and severanco benefits. For Israeli employses, we contributs 13.33% to 15.83%
(depending on the emplayee) of base wages to such plans and the permanent employees contribute 5% of

base wages. .
- ~ Conditions In Israel

We are incorporated under the laws of, and our offices and manufacturing facilities are located in,
the State of Israel. Accordingly, we are directly affected by political, economic and military conditions in
Israel. Our operations would be materially adversely affected if major hostilities involving Israel should
ocenr or if trade between Israel and its present trading partners should be curtailed.

Political and Economic Conditlons

Since the establishment of the State of [srael in 1948, a number of armed conflicts have taken
place between Isreel and its Arab neighbors and  state of hostility, varying from time to time in intensity
and degree, has led to security and economic problems for Israel. However, a peace agreement between
Isrzel and Egypt was signed in 1979, a peace agreement between Isras! and Jordan was signed in 1994 and,
since 1993, several agreements between [srael and Palestinian reprasentatives have been signed. In
addition, Israel and several other Arab States have announced their intention'to establish trade and other
relations and are discussing certain projects. As of the date hereof, Israz] has not entered into any peace
agreement with Syria or Lebanon, slthough Tsrael recently withdrew all of its forces from South Lebanon.
There s substantial uncertainty about how the **peace process™ will develop or what effect it may have
upon us.

Despite the progress towards psace between Isras), its Arab aeighbors and the Palestinians, certain
countries, companies and organizations continue to participate in a boycott of Israeli firms. We do not
believe that the boycott has had a material adverse effect on us, but there can be no assurance that
vestrictive laws, policies or practices directed towards Israel or lsraeli businesses will not have an adverse
! impact on the expansion of our business. .

b As discussed below (see “Item 9: Manzgement’s Discussion and Analysis of Financial Condition
‘ and Results of Operatians—Impact of Inflation and Cuerency Fluctuations™), the costs of our operations in :
- 1srael are generally incurred in NIS:1f the-inflation rate in Israsl-exceeds the rate of devaluation of the NI§ ~=- -~ - = ===~
against the dollar in any period, the costs of our Isracli operations, as measured in dollars, could increase, ’
Tsrael's economy has, at various times in the past, experienced high rates of inflation.
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Trade Agreements

Israel is a member of the United Nations, the [nternational Monetary Fund, the International Bank
for Reconstruction and Development and the jnternational Finance Corporation. Israel is a member of the
World Trede Organization and is a signatory of the General Agreement on Trade in Services and to the
Agreement en Basic Telecommunications Services. In addition, Isracl has been granted preferences under
the Generalized System of Preferences from the United States, Australis, Canads and Jepan. These
preferences aliow Israel to export the products covered by such programs either duty-free or at reduced
tariffs.

Israel and the Buropean Union concluded a Free Trade Agreement in July 1975 that confers

certain advantages with respect to Israeli exports to most European countries and obligates 1scael to lower

' its tariffs with respect to imports from these countries over & number of years. In June 2000, Israel was
admitted a5 &n Associate Member of the European Union. In 1985, Israel and the United States entered into
en agreement to establish a Free Trade Area (*‘FTA™"). The FTA has eliminated all tariff and certain non-
tariff barriers on most trade between the two countries, On January 1, 1993, Israel and the European Free
Trade Association ('EFTA’") entered inte an agreement establishing a free-trade zone between Israel and
the EFTA netions. In recent yesrs, Israel has established ¢commercial and trade relations with a number of
ather nations, including Russia, the People’s Republic of China and nations in Eastern Europe.

Risk Factors; Forward-Looking Statements

The following factors, in addition to other information contained in this annual report on Form
20-F should be considered carefully.

This annual report on Form 20-F includes certain statements that are intended to be, and are
hereby identified as, “forward looking statements” for the purposes of the safe harbor provisions of the
. Private Securities Litigation Reform Act of 1995, We have based these forward-looking statements.on our
current expectacions and projections about future events, These forward-looking statements are subject to
risks, uncertainties, and assumptions about Gilat, including, among other things:

- - ouranticipated growth strategies
- our imention to introduce new products

*  anticipated trends in our business, including trends in the market for communication
network products and services

+  foture expenditures for capital projects
«  our ability to continue to control costs and maintain quality

Thes¢ statements may be found in Item 1: “Description of Buginess” and Item 9: **Management'’s
Discussion and Analysis of Financial Condition and Results of Operatiens,’and in this anoual report on
Form 20-F generally. Our actuat results could differ materially from those anticipated in these forward-
looking statements as a result of various factors, including all the risks discussed in **Risk Factors’* and

_elsewhere in this annual report on Fgrm 20-F.

We undertake no obligation to publicly update or revise any forward-looking statements, whether
as a result of new information, future events or otherwise, In light of these risks, uncertainties, and
assumptions, the forward-looking events discussed in this annual report on Form 20-F might not occur.
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Ability to manage our rapid growth and expansion

We have grown significantly in the last few ycars and expect to continue to grow rapidly. This
growth is likely to place a significant strain on our resources and systems, as we expand our manufacturing,
testing, quality control, delivery and service operations. In particular, we are in the process of
implementing a new management information system to assist in managing our anticipated growth.

We cannot assure that we will be able to meet all our product delivery snd service comm itments,
or that we will be able to implement successfully the new management information system. Inability to
manage our growth effectively will expose us to potential loss of customers, contractual penaties, damage
to reputation and vatious costs and expense. This could have a material adverse effect on our business,
financial condition and operating results.

Dependence on a limited number of large sales and limited mumber of products

* A significant portion of our sales rre derived from large-scale contracts with major customers,
Generally, we are selected as suppliers of these custorners in a bid process. The number of major bids for
VSAT-based networks in any given year is limited and the competition is intense, Qur losing 2 relatively
small number of bids could have a significant adverse impact on our o perating results. In addition, the
USPS contract does not require the USPS to purchase any specific number of VSATs by any specific date,
See “ltem 1: Decription of Business—Customers—USPS Transaction.”

In addition, in recent years we have derived the largest portion of single product sales from the
sale of our SkyStar Advantage product. Any change in the market acceptance of this product, or of other
. key products such as our telephony products, could have a matertal adverse effect on our business.

Need to develop, introduce and market new products and services

Our market is characterized by rapid technological changes, frequent new product announcements
and evolving industry standards. Significant technological changes could render our existing products and
technology obsolete. To be successful, we must enticipate changes in technology and industry standards
and continuously develop and introduce new products and services as well as eahancements to existing
products and services. If we are unable to address the needs of our customers successfully and to respond
to technological advances on a cost-effective and timely basis, or if new products are-not accepted by the
market, then our business, financial condition and operating results could be adversely affected.

Backlog of orders may not be filled and contracts may not be renewed

At present, we have a substantial backlog of orders, consisting of netwark service contracts,
generally for three to five years, and of new orders for products and services. See “Item 1: Marketing,
- Distribution and Strategic Alliances — Backlog”. We may be unable to fill all the backlog ot to fully
recognize the revenues expected from this backlog for any of the following reasons:

e Existing service contracts can be terminated due to customers® dissatisfaction with
the service we provide

»  Existing contracts may be terminated because of our inability to timely provide and
install additional products or requested new applications
-~

The loss of existing contracts and a decrease in the number of renews!s of orders or of new large

orders, would have a material adverse effect on our business, financial condition and operating results. In
addition, & portion of our service contracts are short-term with expication or cancellation upon 90 days’

38

| | PAGE 31 OF 13t PAGES
t . EXHIBIT INDEX ON PAGE 1!

FOR PUBLIC INSPECTION FCC2A000000591



notice or less. 1f a substantial number of our service customers choose to cancel of not to renew their
contracts, our business could be adversely affected.

Potential delays in the supply or increase in price of components required to build our VSAT;

Several of the components required to build our VSATS are manufactured by a limited number of
suppliers. In the past we have not sxperienced any difficulties with our suppliers. However, we can not
assure the continuous availability of key companents or our ability to forecast our component requirements _
sufficiently in advance, Any interruption in supply would cause delays in manufacturing and shipping
products. Those delays and the cost of developing alternative sources of supply could have & material
adverse effect on our business, financial condition and operating resnlts,

Our research and development and operations groups are working with our vendors and
subcontractors to obtein components for our products in higher quantities at reduced prices to enable us to
lower the overall price of our products. If we are unable to obtain the necessary volumes on time, or at
optimally low prices, sales of our products may be lower than expected which could have a material
adverse effect on our business, financie! condition and operating results,

C Dependence on availability of satellite transponder space

Our V8AT-based services depend on sztellite transponder space purchased from third-party
suppliers. For networks in the United States, we primarily use sateliits capacity acquired from GE
Americom. We also use capacity on several regional satellites in Western and Eastern Europe, Latin
America, India and other areas of Asia. In connection with our acquisition of Spacenet, we entered into a
series of agreements with GE Americom. These agreements provide protected services for customer

.netwarks on transponders on three satellites currently operated by GE Americom and on one satellite to be
constructed, operated and launched by GE Americom, as well as certain preemptible services for in-house

. use on an additional satellite operated by GE Americom. See “Item 1: Description of Business-Satellite
Capacity’’ and Item 13: *‘Ineerest of Management in Certain Transactions—The Satellite Transponder
Agreements.”” We cannot assure that this transponder capacity will be sufficient to meet our growing
needs, or that we will be able to obtain additional transponder space at competitive prices from GE
Americom or from other suppliers shauld we need to do so. In addition, our transponder service contracts
generally do not provide for alternative services in the event of satellite failure, and we do not maintain
insurance against such failures. Therefore, if 2 satellits becomes inoperable, and alternative services are not
available, our revenues would be adversely affected.

Potentlal competition with existing customers

As service providers, we compete with certain existing customers for our products who provide
VSAT-related services to end-users, These customers could consequently sever their business relationships
with us or, alternatively, we may elect to refrain from selling additional products to them. The loss of those
: customers, some of whom may be significant, could have a material adverse effect on our business,
! financial condition and operating results,

Competition in the network communications industry

Gilat operates in a highly competitive industry of network communications. Many of our
competitors have substantially greater financial resourees, providing them with greater research and
. development and marketing capabilities. These competitors are also more experienced in obtaining
regulatory approvals for their products and services and in marketmg them. Our relative position may place

us at a disadvantage in responding to our competltors pricing strategies, tochnn[ogncal advances and other
initiatives.
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Gilat's principal competitor in the supply of VSAT networks is Hughes Network Systems
(*“Hughes’’), which offers a full line of VSAT products and services. Hughes obtains satellite capasity on
the satellite system operated by its afﬁlmtes Hughes Gulaxy and PanAmSat,

The following table Jists addltxonal competitors 6f Gllat: e

Campetitor Ares of Competition

NEC Corporation ParaWay VSAT system
Comstreem Corp. FaraWay VSAT system
ViaSat Inc, FaraWay VSAT system
Titan Information Systems Corp. DialAway VSAT system
STM Wireless, Inc, DiatAway VSAT system
ACT Networks, Inc. ) ISAT Frame relay system
Globe Comm Systems Inc. ISAT Frame relay system

Engineering Technical Services Inc.  ISAT Frame relay system

In addition, Gilat competes with various companies that offer communication network systems
based on other non-satellite technologies such as terrestrial lines {including cable, DSL, fixed wireless,
TSDN lines and fiber optics), frame relay, radio and microwave transmissions. These technologies can
often be cheaper than VSAT technology while still providing a sufficient variety of the features required by
customers, Competitors of this type include major established carriers such as AT&T, MCI Warldeom,
Sprint, British Telecom, Deutsche Telekom, France Telecom, global consortia of FTTs and others.

Dependence on proprietary VSAT technology

Proprietary rights are important to our success and our competitive position. We establish and
protect the proprietary rights and technology used in our produzis by the use of patents, trade secrels,
copyrights and trademarks, We also utilize non-disclosure and invention assignment agreements,

. Our actions to protect our proprietary rights may be insufficient to prevent others from developing
similar products to ours. In addition, the faws of many foreign countries do not protect our intellectual
property rights to the same extent as the laws of the United Stetes.

Depeadence on our key management and technical persennsl

We believe that our success depends on the continued employment of the following senior
management team:

Name Posltion . Employment Agrecment
Yoel Gat Chairman and Chief Executive OfTicer Year-to-year
Amiram Levinberg  President and Chief Operating Officer Y ear-to-year
Yoav Leibovitch Vice President, Finance and Administration and Chief Financial  Year-to-year

Officer

If any of our key personnel is unable or unwilling to continue in his present position, our business,
financial condition and operating results could be materially adversely affected.

Competition for personnel, particularly for employees with technical expertise, Is intense. Our

business, financial condition and operating results will be materially adversely affected if we cannot hire
end retain suitable persohnel.
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Dependence on a single facility makes us susceptible to its co

Most of our manufecturing capacity, our principal offices and principal research and development
facilities are concentrated in a single location in Israei,

Fire, natural disaster or any otiier cause of material distuption in our operation in this locaiion
could have a material adverse effect on our business, financial condition and operating results. In addition,
the particular risks relating to our location in Isral are described below.

Risks relating to our international sales and operations

We sel] and distribute our products and also provide our services internationally, particularly in
the United States, Europe and Latin America. A component of our stratsgy is to continue to expand into
new international markets, such as China and South America, Our operations can be limited or disrupted
by various factors known to affect intemational trade. These factors include the following:

*  impesition of governmental controls and regulations

*  export license requirements

+  political instability

+  trade restrictions end changes in tariffs

»  difficulties in staffing and managing foreign operations

= longer payment cycles and difficulties in collecting accounts receivable

*  seasonal reductions in business activities

Difficulties in obtaining regulatory approvals for our telecommunication services

Our telecommunication services require licenses and approvals by the FCC in the United States,
and by regulatory bodles In other countries. The approval process can often take substantial time and
require substantial resources, and any epprovals that may be granted may be subject to materially adverse
conditions. In addition, even after obtaining the required approvals the regulating agencies may, at any

time, impose additiona] requirements. We can not assure our ability ta comply with any new requirements
on a timely or economic basis.

Limitation on production outside of Israe} and on transfer of technology

Because some of our products were developed with Israeli governmental financial support, we
cannot manufacture them or transfer the technology embodied in them outside of Isras! without
govcmmental approval Those approvals, if granted, may be conditioned, among other things, upon
significantly higher royalty payments to the Tsraeli gavernment. See “Item 7: Texation.”

Fluctuations in operating results and volatility of share price

e / ) . [3 » 0]
Qur operating results may vary significantly from quarter to quarter. Historically, we have
recognized a greater proportion of our revenues in the Iast quarter of each year. The causes of fluctuations
include, among other things:

»  the timing, size and composition af orders from customers
41
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. ® our timing of introducing new products and product enhancements and the leve] of
their market acceptance

s the mix of products and services we offer
s the changes In the competitive environment in which we operate
The market price of our ordinary shares has been subject to volatility and could be subject to wide
fluctuations in response to numerous factors, many of which are beyond our control, These factors include
_ the follawing:
» getual Buctuations or anticipated variations in our operating results
« announcements of technological innovations
s customer orders or new products or contracts
s competltors’ positions in the market
»  changes in financial estimates by securities analysts
s conditions and trends in the VSAT and other technology industries

*  our earnings releases and the eaming releases of our competitors

s the general state of the securities markets {with particular emphasis on the
technology and Israeli sectors thereof)

In addition, the stock market in general, and the market for technology companies in particular,
has been highly volatile. Investors may rot be abie to resel] their shares following perieds of volatiliey. The
trading prices of many technology-related companies® stocks have recently reached historical highs and
have reflected relative valuations substantially above historical levels, These rading prices may not be
sustained.

The Hughes litigation #nd the potential for further litigation due to infelfectuzl property
infringements

- Cn May 8, 2000, Gilat Satellits Networks Ltd. and Spacenet Inc, were named as defenclants in an
action filed in the United States District Court for the District of Maryland, Plaintiff Hughes Electronics
. Corporation (the parent of Hughes Network Systems), elleges the infringement of four patsnts, and seeks to
! enjoin further alleged infringement. We do not believe we are infringing the patents. However, the
: litigation may continue for an extended period and, regardless of the outcome of the litigation, may require
: the expenditure of significant sums for legal fees, experts, and other related costs, and may materially
‘adversely affect our husiness, financiz! condition and cperating results. If the plaintiff is successful, we
. might be required to pay license fees for using the patented technology. We cannot essure, hawever, thata
‘ - license wil] be availablc under terms that are accepieble to us, if 2t all, The failure to obtain a license could
cause us to incur substantial labilities and to suspend the menufecture of the products that utilize the
patented technology. In addition, we may be required to redesign our products so as not to use the
; pasented technelogy. Such redesign, if possible, could result in substantial delays in marketing our
! products, as well as significant costs. We intend to vigorously defend against these claims.
]
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In addition, we may, from time to time, be notified of other ¢laitms that we may be infringing
patents, copyrights, or other intellectuat property rights owned by third parties. While we do not belicve we
are currently infringing any intellectual property rights of third parties, we cannot assure that other
companies will not, in the fiture, pursue claims against us with respect to the alleged infringement of
patents, copyrights or other intellectual property rights owned by third parties. In addition, litigation may
be necessary to protect our intellectual property rights and trade secrets, to determine the validity of and
scope of the propriety rights of others or to defend against third-party claims of invalidity. Any litigation
could result in substantial costs and diversion of resources and could have a material adverse effect on
.Gilat’s business, financiel. condition and operating results.

Potential product liability claims

We may be subject to legat claima relating to the products we sell or the services we provide. Our
agreements with our business customers generally contain provisions designed to limit our exposure to
potential product ligbility claims. We also maintain & product liability insurance policy. Our insurance may
not cover all relevant claims or may not provide sufficient coverage, To date, we have not experienced any
material product liability elaims, Our business, financial condition and operating results could be materiaity

adversely affected if costs resulting from future claims are not covered by our insurance or exceed our
coverage. .

Concentration of control over Gilat

GE Americom beneficially owns approximately 18.7% of our outstanding ordinary shares as of
Jupe 15, 2000, GE Americom and several other principal shareholders, who beneficially own (including
options exercisable within 60 days) an additional approximately 9.45% of our ordinary shares, have
sntered into a shareholders’ agreement. As a result of this agreement, a group of our principal shareholders,
collectively owning only about 28.17% of our outstanding ordinary shares, is able to exercise effective
control over most of our business. For a review of the sharcholders’ agreement including certain exceptions
to the above, see “Item 13; Interest of Management in Certain Trensactions—The Shareholders’
Agreement.”’ In addition, Isracli law requires 8 minimum 75% of the shareholders to approve cettain
significant corporate changes, including merger and consolidation. Consequently, subject to the terms of
the Shareholdars' Agreement, GE Americom could black approval of such resolutions.

No Intention fo pay dividends

‘We have never paid cash dividends on our ordinary shares and do not anticipate paying any cash
dividends in the foresecable future. We intend to retain any earnings for use in our business. In addition,

- the terms of some of our financing acrangements restrict us from paying dividends to our shareholders.

Onir stock split may Fesult in-a decréased comipsny capitalization

In February 2000, we announced our intention to split our stack.. The share split is subject to the
approval of the sharcholders at the next annual meeting and we cannot assure that such approval will be
given.

Upon the effective date of our stock split, we may experience & decrease in the share price of our
ordinary shares. This decrease in share price may be temporary although we cannat sssure that the price

per Ordinary Share will return to pre-split price levels,
. L~

Avazilability of Israeli Government benefits to our company

Under the Israeli Law for Encouragement of Capital Investments, 1959, facilities that meet certain

" canditions can apply for an “*Approved Enterprise’” status. This status confers certain benefits including
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tax benefits. All of our existing facilities have been designated a5 **Approved Enterprises.”* Qur historical
operating results reflect substantial tax benefits which amount to approx;mately $3,872,0Q0, $0, and
$10,524,000 for 1997, 1998 and 1999, respectively.

In addition, under the Law for Encouragement of Research and Develapment, 1984, we have
received research and development grants from the Office of the Chief Scientist of the Ministry of Trade
and Industry of the State of Israel (the *‘Office of the Chief Scientist'"). These grants are repayable from
royalties on sales of products developed with these grants, Under the terms of the grants, we are resuired to
manufacture these products in the State of Israel unless we receive a permit from the Office of the Chief
Scientist to manufacture abroad. If we receive a pecmit to manufacture abroad, we may be required to pay a
higher royalty rate on sales of these products, and we may also be required to repay a greater overall
amount. In addition, we have received grants from research consortia that are partly funded by the Office
of the Chief Scientist. The consortia grants do not require the payment of royalties.

During 1997, 1998, and 1999 we accrued $2,494,00, $2,910,000 and $2,300,000, mﬁectively in
royalty-bearing and non-royalty-bearing grants from the Office of the Chief Scientist.

The Government of [srael has indicated its intention to reexamine its policies in these areas. The
Israeli Government has also shortened the pericd of the tax exemption applicable to **Approved
e -Entcrpriscs" from four years o two years. This.change only applies to our last four *Approved. .. - oo ovcn ool
Enterprises’’ and o any future ““Approved Enterprises’ if any - See “ltem 1: Description of Busmess~—-
Research and Development; Third-Party Funding."

With respect to repayment of grants from the Office of the Chief Scientist, in 1997, the
Government increased the annual rate of royalties from between 2% to 3% of associated product sales to
between 3% and 3% of associated product seles (including service and other related revenues). Israeli
authorities have also indicated that the grant program may be further reduced in the future. -

We cannot be sure that these and other governmental programs and tax benefits will be continued
in the future at thair current levels or at all. Recently, a committee appointed by the [sras) Finance Minister
recommended reducing certain tax benefits, The termination or reduction of the benefits available to us
would significantly increase our costs and could have a material adverse effect on our business, financial
condition and operation resuits, See “Item 7: Taxation.”

In addition, in order to maintain our eligibility for the grants and tax benefits we receive, we must
continue to meet certain conditions, including making certain investments in fixed assets and operations. If
we Fail to meet such conditions in the future, we could be required to refund tax benefits already received,
with interest and linkage differences to the Israeli Consumer Price Index (the **Israeli CPI*").

Impact of inflation and foreign curreacy fluctuations

" Our international sales expose us to fluctuations in foreign currencies. Substantially all of gur
sales are denominated in US dollars, Conversely, a significant portion of our expenses, mainly salaries, is
incurred in NIS and is linked to the Isracli CPI. When the Israeli inflation rate exceeds the rate of the NIS
devaluation against the foreign currencies, then our N1IS expenses increase to the extent of the difference
between the rates. A significant disparity of this kind may have a material adverse effect on our operating
resulis.

- Risks relating to our location-in Israel o - L e

We are incorporated under the laws of the State of lsrael, where we 2lso maintain our
headquarters and most of cur manufacturing facilities. Palitica), economic and military conditions in Israel
directly influence us. Sinve the establishment of the State of Israel in 1948, Israz] and its Arab neighbors
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have engaged in a number of armed conflicts. A state of hostility, varying in degree and intensity, has led
to security and economic problems for Israel. Despite the progress towards peace between Isrzel and its
Arab neighbors and the Palestinians, major hostilities may revive. Such hostilities may hinder Israel's
international trade and lead to economic downturn. This, in turn, could have a material adverse effect on
our operations and business.

Generally, male adult citizens and permanent residents of Israc! under the age of 51 are obligated
to perform 14 to 31 days of military reserve duty annually; depending on their age. Additionally, ali such
residents arc subject 1o being called to active duty at any time under emergency circumstances. The full
{mpact on our workforce or business if some of our officers and employees are called upon to perform
military service i3 difficult to predict. See *“Conditicns in Isracl.”

Uncertainty of enforceability of civil llabilities against foreign persons

Our directors and officers and the Israeli experts named in this annual report on Form 20-F reside
outside the United States, Service of process upon them may be difficult to effeet within the United States.
Furthermore, becauss the majority of our assets are located in Israel, any judgment obtained in the United
States against us or any of our directors and officers may not be collectible within the United States,

ITEM 2: DESCRIPTION OF PROPERTY

In April 1996, we moved to approximately 62,000 square feet of office, manufacturing and
warehousing facilities in Petah Tikva, Israel, which was expanded by an additional 57,000 square feet at
the end of 1997, We purchased approximately 93,000 square feet of additional facilities in 1997 for a
contract price of approximately $17.4 million, including taxes and related expenses. We have paid the full
amount of the purchase price and the construction, was completed in 1999, We have also exercised our
contractual option to acquire approximately 79,000 square feet of space, including parking and commereial
space, at a price of approximately $16.6 million including taxes and related expenses. Preliminary
construction has begun and is expected to be complated by the end of the first quarter 2001. In addition we
have (i) purchased 34,120 square feet of additional space in en adjoining building, at a price of
approximately $3.2 million; and (i) acquired an additional 65,000 square feet of adjoining real property for
future expansion. ) : .

We currently maintain a 15,000 square foot facility in 'Yokneam, Israel which was recently
doubled from 7,500 square feet, for sofiware research and development. Monthly rent is approximately
$8,350; and the lease is for five years, with an option for an additional five years.

The cerrent facility of Gilat Florida in West Melbourne, Florida is comprised of approximately
31,000 squere feet and houses the Gilat Florida executive, sales, manufacturing, and research and
development activities, under a ten-year lease which began May 1, 1997. Monthly rent is approximately
$15,938.

Our offices in McLean, Virginia originally comprised approximately 70,000 square feet, and were

recently expanded by an additional approximately 63,000 square feet at a total current monthly rental of
approximately $251,000. These offices house not only our personnel, but also contain one of our U.S.
network operations centers. [n June 2000, we signed an agreement and paid a $1 million escrow deposit
-for the purchase of the Jand and building of Spacenet’s current facilities for a purchase price of
$24,325,000. We expect to closc this purchase transaction in the third quarter of 2000, although the

‘ . closing may be delayed. We currently lease a facility in Marietta, Georgia comprising 2pproximately

! 70,000 square feet, which is used for a second U.S. network operations center. The facilities lease is

expected to be assigned to GTH for the GTH network operations center in July 2000. We also maintain
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space in Manassas, Virginia, Chicago, Illinois and Houston, Texas for sales and operations personnel and
for equipment storage.

Qur Getman operations center leases a 21,000 square foot facility in Backnang, Germany at a
current monthly rental of approximately $25,000, This space is used by our German-based manegemeat,
sales and operations personnel and contains our European network operations centsr. We recently
purchased approximately 140,400 square feet of land inBacknang for $500,000, on which we plan to
construct a new aperations center. We commienced construction of the new building in 2000 and expect to
complete construction by the fourth quarter 0£2001, although completion mey be delayed.

We maintain offices in Santa Clara, California, Austin, Texas, Sunrise, Florida, Atlanta, Georgia,
Amsterdam, Paris and Hong Kong, and in South Americe, in Brazil, Argentina, Chile, Colombia, Mexico,
and Peru, 2long with representative offices in Beijing, and Melboumne, Australia, London, Prague, Pretoria,
S8o Pauly, Buenos Aires and New Delhi, and small facilities in other locations. We are currently
estabiishing a representative office in Almaty, Kazakhstan to provide pre-sales marketing and support and
expect to lease office space under & multi-year lease commencing in the third quarter of 2000.

ITEM ¥}: LEGAL PROCEEDINGS

‘We are a party to various legal proceedings incident to our business, most of which were assumed
in our acquisitions and are stiil the subject of various indemnities obtained in such acquisitions. Except as
noted below, there are no material Jegel proceedings pending or, to our knowledge, threatened against us or
our subsidiaries, and we are not involved in any legal proceedings that our management believes,

individually er in the aggregate, would have & materia! adverse effect on our business, financial condition
or operating results.

On May 8, 2000, Gilat Satellite Networks Ltd. and Spacenet Inc. were named as defendants in an
action filed in the United States District Court for the District of Maryland, entitled Hugher Elecironics
Corporation v. Gilat Satellite Networks Lid. and Spacenet Ine, Plaintiff Hughes Electronics Corporation
(the parent of Hughes Network Systems), alleges the infringement of four patents, and seeks 1o enjoin
further alleged infringement. We intend to vigorously defend sgainst these claims. We do not believe we
are infringing the patents,

On January 4, 1999, Gilst Satellite Networks Inc. was named as a defendant in an action filed in
the Circuit Court for Montgomery County, Maryland entitled Hughes Network Systems v. David Shiff;
Sheldon Revkin, and Gilat Satellite Networks, Inc. Plaintiff Hughes Network Systems sought to enjoin
Sheldon Revkin and David Shiff from working for Gilat in its Spacenet operations, and to enjoin Gilat
from employing them for a limited period of time. On July 9, 1999, Hughes Network Systems voluntarily
withdrew the complaint and amended complaint thereby terminating the action.

We are also a party to various regulatory proceedings incident to our business. To the knowledge
of our management, none of such proceedings is material to us or to our subsidiaries.
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ITEM 4 CONTROL OF REGISTRANT ~ _—— 7 7~
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The following table scts forth certain information with respect to the bencficial ownership of our
ordinary shares as of June 15, 2000 (including options exercisable within 60 days) with respect to: (i) each
person who is believed by us to be the beneficial owner of more than 5% of the ordinary shares; and (ii) all
directors and officers as a group, Except where otherwise indicated, we believe, based on information
fumnished by the owners, that the beneficial owners of the ordinary shares listed below have sole
investment and voting power with respect to such shares, subject to any applicable community property

laws.
Noumber of
. Ordinary
Sharey . Percentof
Beneficinlly Ordinary
Qwned Shures Qufutanding
Name and Address ~.
GE AMELCOM{T i ivicnrsrireerrsressnssees reserernensonsearessesanres 4,308,000 18.67
3135 Flaston Turnpike
Fairfield, Connecticut 06431-0001
Wellington Menagement Company, LLP(Z) ...o.... . 1,377,430 597
75 State Street ‘
Beoston, Massachusetis 02109

‘ All officers and directors es a group
(22 persons)(3} uericcecsrmmresnn mismsies s sssemrenn ens 1,524,489 6.61

(1) Excludes 292,699 ordinary shares held indirectly by Genera! Electric Company through various
subsidiary companies, including mutual funds end pension trusts mansged by General Efectric
Company. .

(2} Based on information available to Gilat.

(3) Includes 350,841 ordinary shares for which options to 18 executive officers are currently
exercisable within 60 days but have not yet been exercised, but does not include 182,418 ordinary
shares held by DIC Financial Menagement Ltd. (*DICFM™) and 746,917 Ordinary Share Leld by
DIC Loans Ltd. ("DIC Loans™). DICFM and DIC Loans, Israeli corporations, are controlled by
Discount Investment Corporation Ltd. (“*DIC™), which is in tum controlled by IDB Development
Corporation Ltd. ("IDBD"). Companies controlied by Oudi Recanati, Elains Recanati, Leon Y.
Recanati and Judith Yovel Recanati and their children, respectively, together beneficially own
approximately 51.95% of the equity and voting power in IDB Holding Corporation Lid.
(“IDBH"), the parent of IDBD. Elaine Recanali is the aunt of Oudi Recanati, Lean Y. Recanati
and Judith Yovel Recaneti: Leon Y. Recanati and Judith Yovel Recanati are brather and sister.
Leon Y. Recanati is co-Chairman of the Board of Directors and co-Chicf Executive Officer of -
IDBH and co-Chairman of the Board of Directors of IDBD. Based on the foregoing, IDBH and

- 1BBD (by reason of their contrel of DIC), DIC (by reason of its control of DICFM and DIC
- Loans) and Oudi Recanati, Elaine Recanati, Leon Y. Recanati and ludith Yovel Recanati, may be
deemed to share with DICFM and DIC Loans the power to vote and dispose of the ordinery
shares held by such companies For information with respect to a voting agreement and
sharcholders egreement entered into by certain shareholders, see “Item 13: Interest of
Management in Certzin Transactions."

47

| | PAGE 41 OF 13k PAGES -~
EXRIBIT INDEX ON PAGE 3!

FOR PUBLIC INSPECTION FCC2A000000800



ITEM5: NATURE OF THE TRADING MARKET

Qur ordinary shares are quoted on the Nasdag National Market under the symbol “GILTE.”" The
following table sets forth, for the perieds indicated, the range of high and low clesing sale price for the
ordinary shares, as reported by Nasdaq:

High —Low
1997: )
" First Quarter......... o $36.500 $26.625
Second Quarter..... B T 836750 $27.000
Third Quarter........ , §37.063 $31.250
Fourth Quarter ...... $40.500 $27.000
1998:
First Quarter.......... $36.500 $22.500
Second Quarter..... $35.250 £30.500
Third Quarter........ $46.125 £32.313
Fourth Quarter ..... $£56.375 $37.500
1993: ’
o First Quarter......... . $63.000 $52.250
B Second Quarter .... $60.750 $47.125
Third Quarter........ . $62.375 $42.313
Fourth Quarter ..... $121.125 $43.063
2000: .
ceec o e --Pirst Quarters...t... T T 7 T Teovet ot $172:0000 0 oo U EY03sSeRT ottt m T
" Second Quarter (to June 15) $124.125 £68.563

l As of: June 15, 2000 there were 113 record holders of ordinary shares, of which 101 represented
U.S. record holders owning an aggregate of approximately 97.0% of the outstanding ordinary shares.

We have never paid ¢ash dividends to our shareholders and we currently do not intend to pay
dividends for the foreseeable future. We intend to reinvest earnings in the development and expansion of
our business. We have decided to-reinvest permanently the amount of tax exempt income derived from our
‘' Approved Enterprises”” and not to distribute such income as dividends. See note 10 of Notes to the
Consolidated Financial Statements listed in Item 19. We may only pay cash dividends in eny fiscal year out
of '‘profits,”" as determined under [sraeli law. In addition, the terms of certain financing arrangements
restrict us from paying dividends to our shareholders. '

In the event we declare dividends in the future, we will pay those dividends in NIS. Because
exchange rates between NIS and the dollar fluctuate continuously, a U.S. shareholder will be subject to
currency fluctuation between the date when the dividends are declared and the date the dividends are paid.

In February 2000, we announced our intention to split our stock. The share split is subject to the
approval of the shareholders at the next annual meeting and we cannot assure that such approval will be
given.

ITEM 6: EXCHANGE CONTROLS AND OTHER LIMITATIONS
AFFECTING SE(E’URITY HOLDERS

Non-residents of Isracl who purchase any of our ordinary shares with certain non-Israeli

curreacies (including the dollar) will be able ta convert dividends, liquidation distributions and the
proceeds from the sale of such ordinary shares into freely repatriable non-Israeli currencies at the raie of
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exchange prevailing at the time of conversion (provided that Israeli Income Tax has been paid or withheld
an such amounts).

ITEM7: TAXATION

The ‘fallawing is a short summary of cestain Israeli tax consequences to persons holding our .- .
ordinary shares. The discussion is not intended and should not be construed as legal or professional tax
advice and is not exhaustive of all possible tax considerations.

On May 4, 2000, a special committee appointed by the Israeli Minister of Finance for the purpose
of reviewing the [sraeli system of direct taxation submitted its report. The report makes severzl .
recommendations that if enacted into law by the Israeli Parliament may have substantial tax implications
on us and our shareholders. The [sraeli Government adopted the recotmmendations, with the intention that
the applicable legislation will be effective as of January 1, 2001. During the legislative process, the
recommendations contzined in the Report may be subject to substantial changes. References to the
recommendations in their current form are included in the discussion below.

Nonresidents of Israel ere subject to income tax on income accrued or derived from sources in
Israel or received in Israel. These sources of income include passive income such as dividends, royalties
and interest, as well as non-passive income from services rendered in Israel. Gilat is required to withhold
income tax at the rate of 25% (15% for dividends generated by an Approved Enterprise} on all distributions
of dividends other than bonus shares (stock dividends), unless a different rate is provided in a treaty
between Israc] and the shareholder's country of residence. Under the income tax treaty between the United
States and Israel {the *“Treaty"’), the maximun tax on dividends paid to a holder of ordinary shares who is
& United States resident (as defined in the Treaty} is 25%.

Israeli law imposes a capital gains tax on the sale of securities and other capital assets. Under
current law, however, gains from sales of the ordinary shares of Gilat are exempt from Israeli capital gains
tax for so long as (i) the shares are quoted on Nesdaq or listed on a stock exchange recogrized by the
Israeli Ministry of Finance and (i) Gilat qualifies as an Industrial Company er Industrial Holding
Company under the Law for Encouragement of Industry (Taxes), 1969. The report recommends revoking
! this exemption with the effect that Israeli and foreign individual investors would generally be subject to a
25% capital gain tax upon realization of their investment. This recommendation will not, however, affect
the Treaty. Under the Treaty, a holder of ordinary shares wha is a United States resident will be exempt
from lsraeli capital gains tax on the sale, exchange or other disposition of such ordinary shares un]ess such
holder owns, directly or indirectly; T10% or'more of the voting power of Gilat,.~— -~ S

A nonresident of Israel who receives interest, dividend or rayalty income derived from or accrued
in Israel, from which tax was withheld at the source, is generally exempt from the duty to file tax returns in
Israel with respect to such income, provided such income was not derived from & business conducted in
[sraet by the taxpayer. lsrael presently has no estate or gift tax, though the report recommends introducing
these taxes.

In addition, the report recommends increasing to 25% the corporate tax rate available under the

Law for the Encouragement of Capital Investments, 1959, during certain portions of the Approved
L -Enterprise benefits period to companies owned in whole or in part by foreign investors. Currently,

d depending on the percentage of foreign ewnership, this rate can be as low as 10%, , and as high as 25%,
- which is the corporate tax rate avaitible to the Approved Enterprises of companies without any foreign
! ownership. Furthermore, the Report recommends revoking a current exemption available to income of
‘ Approved Enterprises that is rat distributed as a cash dividend and, setting a corporate tax rate of 10% for
profits generated during certain portions of the Approved Enterprise benefits period.
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ITEM 8: SELECTED CONSOLIDATED FINANCIAL DATA

The selected consolidated statement of operations data set forth below with respect to the years
ended December 31, 1995, 1996, 1957, 1998 and 1959 and the consolidated balance shest data as of
December 31, 1995, 1996, 1997. 1998 and 1999 have been prepared in accordance with Israel GAAP and
audited by Kegselman & Kesselman, independent certified public accountants in [sracl and a member of
PricewaterhouseCoopers Intemationa! Limited. Israeli GAAP varies in certain aspects from U.S. GAAP as
described in notes 7 and 15f to the Consolidated Financial Statements. The selected consolidated-financial
data set forth below should be read in conjunction with JItem 9: “Management's Discussion and Analysis of

Financial Condition and Results of Operations” and the Consolidated Financial Statements and notes
thereto included in Item 19 in this Form 20-F. :

50

PAGE 5S¢ OF I3l PAGES
EXHIBIT INDEX ON PAGE {%/

FOR PUBLIC INSPECTION FCC2A000000603



Staternent of Operations Date:

Revenues
Cost of REVENUES: ..uvvenmsiotrisss srsrens
Cost of products sold end revenue rendered
Weite-off of inventories assoclated with,
restructuring

Gross profit
Research and devclopment costs: . .oeevrvcverinans
EXpCnsts INCUITEH ... cerererseerrorss isstssmsmssisn issin

Acquired research and development....... e,
Net research and development osts .. crcsiensr
Selling, genera! and administrative expenses.....

Restructuring charges

METBEr EXPERSES ...ccoecoirimrcsnerrarasrenasensm sepms sen e e
Operating income (088} uummmmmimmmmns
Financial INCOME (EXPERECS—NE cnmmerecurrse -

Writc-off of investments associzted with
restrtcturing

Other INCOME —BEL._..c.cvoeemeceeeeamscsmrsessssramrasssen
Income (loss) before taxes an INCOME ovmrisie
Taxes on income.....

Income (1oss) after tuxes On INCOME ..cvveeuniemes -

Sherc in losses of associated companics. ...

Net income (Joss).. v cevmssstiasnnnin: —

Eamings(lass) per share under U.S. GMP -
Basic
Diluted.......orrvaranine peebasib st ranin

Weighted average number of shares used in
comptination of earnings (10ss) pushne ~1in
thousands under U.S. GAAP ... F—

Basic eveetu tet e et pabas smn
DAlULed ceorrmrisarernrsisircstnressstssasss it enessnrssomees
Eamings (loss) per share under lsraeli GAAP
Basit e
DI .o verreenrsrmrsrm s tenenssens i ent emsnnen

Weighted average number of shares used in
camputation of earings {loss) per share — in

. thousands under [srecli GAAP -
Basic.
Ditluted v

FOR PUBLIC INSPECTION

YEARS ENDED DECEMBER 31,

12T 19980 127 158 1
(i» thousauds, except per share data)
$34,532 $24,126 103,690 $1585335 $337.873
31,483 2917 38,742 86,603 20,139
— 9495 4634
L4843 42,917 38742 6,008 24773
.48 31209 44348 38237 113,160
6532 8,129 10615 15,815 .15
1,066 1,913 244 3,033 2,388
456 6218 5,121 12,730 24,791
- 80,000
3,466 6.21¢ 8121 92180 24,791
9,544 13945 0321 201 8414
8,035 11,048 16,506 (62,620) 19,855
11,589 (356)
— 1% — — J—
8,039 3,057 16,506 (74,609) 20.25§
i 1,17 $3% {1,247} 3,267
(2,700) (896)
1,328 30 162
8414 5,556 17,074 (783%4) 22,622
- 8 130 286 2473
8,614 5412 16944 (78,680) 20,147
— —_ — 03 53
$8,614 $5412% 316944 ($79,3839) $19.61
§o92 o.s)@ 3136 (3218 $0.96
§o.8s : .50 5151 {§7.18)® 0.52
0413 10,816 10,895 11, 039 20,447
3,632 11,045 11258 11,059 21,429
0.89 50.50 $1.50 (3637} 033
$0.89 50.50 $147 *{$4.37) 083
5,329 11,355 11448 12,121 25,
329 11,335 12,152 12,121 23,197
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“ DECEMRER 31,

Balance Sheet Data: 1995 199§ 1997 1998 1998
. (In thousands)

Working capital......c.cmremrinrns 361,623 $61,632 $85,081 £85,227". $265,307
Tot] ASSELS. curnsimta imrstrsnnssssranines 97,423 112,204 211,960 401,284 678,853
Shon-term bank credit and current

Maturitles of long-erm debr........ 4,306 582 2,719 23,158 6,986
Long-term lighhities. oo evininnniornnicarsirnirann 11 - - 284 8,089
Convertible subordinated noles..ooienniunnnns - - 75,000 75,000 75,000
Shargholders® equity..—oeemiaens ’ 81,383 89,758 108,338 229,620 459,823

19 Inctudes the results of Gilat Florida into which awhoily-owned subsidiary of Gilat wes merged on December 30, 1996, and
sccounted for pursuant (o the pooling-of-interests method,

@ 1f the merger expenses assceisted with the Gilat Florida Metger had not been Incluted in Gilat's results, net inzome for the year
ended December 31, 1996 would have been approximately $13,463,000 and basic eamings per share for that year would have been
$1.24 and diluted carmings per share would have been $1.22,

- O Jf the restructuring charges, write offs associated with restructuring and expenses related o acquired research and development

) associated wilh the Spacenet Acquisition had not been included in Gilat's results, net income for the year ended December 31, 1998
would have been approximately $24,801,000 and basic eamings per share under U.S, GAAP for that year would have besn $2.24
and diluted earnings per shar under U.S. GAAP would have been $2.14,

Restated, See note 1q in Notes to the Consclidated Financial Statements
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ITEM 9: MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Over;view

Gilat commenced operations in 1987 and shipped its initial product, a first generation OneWay
VSAT, in 1989. Since that time, we have devoted significant resources to developing and enbancing our
VSAT product lines and establishing strategic alliances primarily with major telecommunications
companies and equipment suppliers. We have also broadened our marketing strategy to emphasize sales to
customers directly and through new distribution channels.

In 1991, we began marketing our second generation OneWay VSAT. In 1992, we began
marketing our TwoWay VSAT with Spacenet as part of Spacenet's Skystar Advantage VSAT service
offering, and we began marketing our TwoWay VSATSs to GTECH as part of GTECH's GSAT lottery
networks. Over the years, we experienced significant growth in orders, sales gnd earnings from our
OneWay and Skystar Advantage products. Additienally, we began marketing the FaraWay VSAT in 1994,
the DialAway VSAT at the end of 1996, the SkySurfer VSAT in 1997, and the SkyBlaster VSAT in 1999.
The Skystar Advantage is our largest-selling product, accounting for approximately 49% of our sales
revenue during 1998, and for approximately 49% of our sales revenue during 1999.

On December 30, 1996, we acquired Gilat Florida (previously named Skydata, Inc.), a company
engaged in the development, manufacturing and marketing of VSAT-based paging and broadcast products.
The transaction was effected through the merger of a wholly-owned subsidiary of Gilat into Gilat Florida.
The merger was accounted for as a pooling of interests. Accordingly, Gilat's financial information has been
restated to retroactively include the accounts and operations of Gilat Florida prior to 1996,

On December 31, 1998, we acquired Spacenet. The acquisition was accounted for by the purchase
method. Prior to the acquisition, Gilat and Spacenet kad engaged in a strategic elliance for a number of
years. Spacenet was the largest customer of Gilat’s products, with aggregate sales to Spacenet representing
approximately 28%, 34% and 45% of Gilat’s total sales in 1996, 1997 and 1998, respectively. With the
acquisition of Spacenet, we have begun to offer satellite-based netwaork services as well as products. Fora
discussion of certain continuing acquisition-related commitments, see “Jtem 13: Interest of Management in
Certain Transactions'" ’ i ' )

In February 1999 we completed the offering of 5,456,750 ordinary shares, of which 4,711,750
ordinary shares were sold by Gilat and 745,000 by certain shareholders. The proceeds te Gilat, before
expenses but afier the underwriters discount, were $257,826,960.

In February 2000, we completed a private offering of $350 million of 4.25% convertible
subordinated notes due in 2005, The notes are convertible into our ordinary shares at a conversion price of
$186.18 per share. Each note bears annual interest of 4.25% payable semiannually,

In March 2000, we completed a $10 millioa investment transaction with Knowledge Net Holdings
LLC, a subsidiary of Knowledge Universe inc. in exchange for 10 million common units (approximately
5 6% of the outstanding units) of KnowledgeBroadcasting.cor LL.C ("KBC"), and a one year warrant to
purchase an additional 20 million units at the same unit price. We also granted KBC a five year warrant to

" purchase approximately 151 ,000‘-otfmr ordinary shares at a purchase price of §157.05 per share, and a five

year option to acquire equipment end services. Acquisitions of equipment and services made pursuant to
this option in the first two years will be paid for by KBC with up t0 20 million anits of KBC valued at the
criginal purchase price, and thereafter, on terms to be agreed by the parties. KBC is 8 web-based media
company that distributes content using interactive broadband satellite and other technologies.
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In Apri} 2000, we completed the funding and formation of U.S.-based Gilat-To-Home Inc,, 2 joint
venture with Microsoft Corporation, EchoStar Communications Corporation, and ING Furman Selz. Gilat-
To-Home was formed 1o provide safellite-based broadband Intemet services to consumers in the U.S.
Following the collective investment of $125 million by the other parties to this joint venture, Gilat, along
with certain related parties, holds approximately 51% of Gilat-To-Home, on a fully diluted basis including
shares reserved for options to be granted to employees but not including warrants and debt conversion
rights issued as part of bank financing..

In addition, in April 2000, we completed a share purchase transaction pursuant to which we,
together with certain employees, now hold 100% of GTH LA (Antilles) (formerly named Global Village
Telecom (Netheriands Antilles) N.V ("GVT Antilles™). This transaction is more fully described in “Item
12 Description of Business -- Strategic Alliances and Joint Ventures”. GVT Antilles was established to
operate rurai telephony communications networks, mostly in developing countries and is now part of our
planned consumer Intemet initiative in Latin America. This acquisition expands our presence in South
America and provides existing on-ground VSAT networks.

In June 2000, we exercised our right to redeern our 6%4% convertible subordinated notes issued on
. May 4, 1997 and due on June 1, 2004. The notes were redeemable in full at 102% of the principal
- : amount plus accrued and unpaid interest, setting the redemption price per $1,000 note at $1,020.72, All of
the note holders opted to convert their notes into Gilat's ordinary shares prior to the redemption date and
we consequently issued 1,785,695 ordinary shares to such holders.

We eam revenue from sales of our satellite-based networking products and services to our
. customers worldwide. The charges to customers for satellite networking products and services vary with
the number of sites, the length of the contrect, the amount of satellite capacity, the types of technologies
and protacols employed and the degree of customization or development required to implement the
. network, .

In the case of product sales, we recognize revenue when the product is shipped. The present value
of payments due under sales-type lease contracts are recorded as revenues and cost of sales is charged with
the bogk value of equipment at the time of shipment, Future interest income.is deferred and recognized
over the related lease term, We recognize revenues from long-term contracts on the percentage-of-
completion method, measured using the ratio of material costs incurred to date to estimaded total material
costs for each contract. Spacenet generally has two ways of recognizing revenue, depending on whether or
not the customer takes ownership of the network equipment. In the first type of network sarvices sale, the
customer purchases hardwars, software, and satellite capacity and maintenance services, and Spacenet
records reventie when the network Is installed and operational (or, in cases where the customer obtains its
own instailation services, when the equipment is shipped). In many of thess cases, Spacenet is paid
progress payments upen Sighing, achievement of certain milestones and installation. For ongoing
maintenance, satellite capacity and support services, customers pay monthly fees, which are recorded as
service revenues.

In the other type of network services sale, Spacenet procures and installs the equipment and
software, obtains the satellite capacity and provides network operations and monitoring for the customer
aver the contrect term (generatly three to five years). Under this type of network services sale, Spacenet
retains ownership and operation of the network, and receives 2 monthly service fee (and recognizes

- revenue) over the term of the contraet. Since our acquisition of Spacenct, these networking service
arrangements have grown and we expect that they will continue to grow as a percentage of our revenue, As
& result, a growing portion of the VSAT equipment we manufacture is capitalized on our balance sheet and
has resulted in an increase in our capital expenditures. We also believe that the growth of our business may
result in an increase of our inventory.and receivables levels and increased working capital needs. We

S4

- ' _PAGE 54 OF 13b PAGES -
EXHIBIT INDEY ON PAGE 13

FOR PUBLIC INSPECTION FCC2A000000607



intend 1o meet such anticipated increases in capita! expenditures and working capital with cash on hand,
See **—Liquidity and Capital Resources.” '

We have started to depreciate the cost of the equipment used in our network service offerings on a
S-year basis. Our service contracts, however, may be for periods of as little as 3 years, which may require
us to write-off the unamortized cost of the equipment in the event the contract is not renewed and we are
unable to place such equipment with other customers. We expect, howevee, that most of our custotners will
elect to renew their service contracts and that we will not be required, in most instances, to effect such
write-offs,

Cost of revenues, for both products and services, includes the cost of system design, equipment,
satzllite capacity, software customization and third party maintenence and installation. For equipment
contracts, cost of revenues is expensed as revenues are recognized. For network service contracts, cost of
revenues is expensed as revenues are recognized over the term of the contract. For maintenance contracts,
cost of revenues is expensed as the maintenance cost is incurred or over the term of the contract. As a result
of the Spacenst acquisition, we incurred agpregete restructuring expenses of $29.4 million for the two
years ended December 31, 1999. In addition, Spacenct incurred a charge of approximately $12.4 million
to eliminate unpecessary inventory and property, plant and equipment, which is included in the goodwiit
and $31.6 million in expenses related to the replacement and upgrede of certain legacy VSAT network o
equipment used by certzin Spacenet customers. We replaced approximately 75% of this legacy equipment
in 1999 and expect to replace the remainder in 2000. In 1999, most equipment replacements were
accompanied by the customers' entry into long-term network services contracts.

. We devote significant resources to research and development of all our products. Our initial
research and development was funded by the Israel-U.S. Binational Industrial Research and Development
Foundation (* ‘BIRD""), but currently none of our research and development is funded by BIRD. In Israel, a

. portion of our research and development expenditures is funded by the Office of the Chief Scientist of the
Ministry of Industry and Trade (the “Office of the Chief Scientist™). We have also received, and expect to -
continue to receive, grants through participation in research consortia, which are funded by the Office of
the Chief Scientist, as well as grants from research and development programs sponsored by the European
Commission and the U.S.-1srae] Science and Technology Foundation ("USISTF"). We expect, however,
that the amount of funding from the Office of the Chief Scientist will decrease due to Isracli budgetary
constraints,

During 1998 and 1999, approximately 19.2% and 8.7%, respectively, of our research and
development expenditures befare acquired research and development, were covered by the Office of the
Chief Scientist, the research consortia, USISTF, and the European Commission. Under the terms of the
funding provided during these and earlier years by the Office of the Chief Scientist, BJRD, and USISTF,
we are required 1o pay royalties on sales of the products developed from the funded project until an amount
ranging from 100% to 150% of the grants has been repaid. Grants received through participation in the
research consortia and under the Europear; Commission program do not require the payment of royalties.
Royalties to the Office of the Chief Scientist and BIRD, which are included in selling, general and
administrative expenses, were $820,000 during 1998 and $719,000 during 1999. To date, we have not
made any sales in connection with the USISTF project and consequently have not accrued or paid any
royalties to USISTFE. '

Selling, general and administrative expenses also include sales and marketing costs, customer
" support, accounting and administration. We expect that selling, general and administrative expenses will
increase in total amount over the next few years as sales efforts are expanded.
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‘Substentially all of our production facilities in Israe! are eligible for certain tax benefits. As a
result, we expect that a substantial part of our income for 2000 and 2001 wil) be-tax exempt, while the
balance will be taxed at rates ranging from of 15% to 36%. See **—Effective Corporate Tax Rate.""

As part of the Merger Agresment, GE Americom and certain of its affiliates were committed to

purchase $37.5 million of our products through the end of 1999. GE Americom agreed to pay us a credit

* against service fees owed to GE Americom under certain satellite transponder service agreements, equal to
40% of any shortfalls in this purchase commitment. GE Americom did not purchase any of our equipment
in 1999 and therefore we were entitled to a credit equal to 40% of the full amount of $37.5 million, or $15
million, which was recorded as revenues in 1999. In addition, pursuant to two settlement agreements
entered into by the perties in December 1999, GE Americom paid us $25 million for post-closing -
adjustments and undisclosed liabilities related to the Merger, and for reimbursement of expenses.

The currency of the primary economie environment in which most of our operations are
conducted is the dollar, and as such, we use the dollar as our functional currency. Transactions and
belances originally denominated in dollars are presented at theit original amounts. Gains and losses arising
from non-dollar transactions and balances are included in the determination of net income.

Resuits of Operations of Gilat

. The following 1able sets forth, for the periods indicated, the percentage of revenues represented by
certain line itemns from Gilat's consolidated statements of income,

Percentage of Revenues
. Years Ended December 31,
djusted - - Adjusted
.- 1997 1598 1998({) 1999 193902)
- REVENUES c-ctvctaerreesrrrorssaamrmeerasssismseesiassrnsessssrersassrssssasss 100.0% . 100.0% - 100.0% 100% . . 100%
Cost OF REVENUELS .o isccressrariassanensvans 387 T8l 558 66.5 55.6
Gross Profit .....ueeevcreccmsmsssrmmsiesssnners e 4.3 EEN 443 338 444
Research and development costs
EXPENIES INCUITES 11 rervoimreessmssemeassssiosseecssreroemmrssnees 0.2 (02 102 20 80
Less ~ BIANLS ..ovnieisriiimontarsrtssrmrnrssiabtssssassmsine 24 20 20 0.7 0.7
- 73 §2 B2 — 73 73
Acquired research and development....ocvecsienns, 0.0 515 0.0 0.0 0.0
Net rescarch and development COSIS .o 18 59.7 B2 73 13
Selling, general and administrative eXpenses ..., 5% 18.7 8.7 203 EX;
Restructuting charges .comammamn i crissssoses . 0.0 71 [] {0.1) 0.0
Operating income (Lo58)....w e semsssaive s cssssseesasarmences 159 (48.0) 173 6.0 17.2
Financial income (EXPENSES) = DT cruenierammmessiesssians 0.3 (0.8) (0.8) i.0 1.0
Write-off of investments associated with
restructuHog ....... — . 0.0 un 0.0 ©.3)
Other INCOME = DL .covvreirriirassenssnsenssesessimsses mmsonessasmss 0.0 ol 0.1 0.0 0.0
Income (1033} before taxes ON INCOME vvveimsnisronens 164 (50.4) 166 6.7 182
TaXES OR INCOME . ovomrrecsceiresscervrmsaerrinass orvens ol 01 62 0.7 07
Income (loss) after t2xes ON INCOME .oinrinrnsmarmersarensnns 163 {50.6) 16.4 6.0 17.5
Share in losses of agsociated companies - 0.0 0.5 05 0.2 02
“Net inCome (1088) uueerrvecermeremsrmssreom e s cosmsarssseasees 161% GLL% e 55% 17.0%

¥Restated, see note 1q to Notes to the Consolidated Financia) Statements
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(1) Resuits of operations for year ended December 31, 1998, excluding the Spacenet restructuring charges,
write~offs essociated with restructuring and expenses related to acquired research and development of
gpproximately $104.2 millien. .

(2) Results of operstions for year ended Decomber 31, 1999, excluding expenses associpted with the Spaceniet
acquisition end restructuring of appraximately $38.8 million.

Year Ended December 31, 1999 Compared to Year Ended December 31, 1998

Revenues. Our revenues increased by 117.5% to approximately $337.9 million in 1999 from
approximately $155.3 million in 1998. The growth in revenues was attributable primarily to the acquisition
of Spacenet on December 31, 1998, which aliowed us to expand our revenue base from primarily
manufacturing and selling VSAT equipment to service revenues based on the offering of complete end-to-
end telecommunications and data networking solutions. In addition, we experienced an increase in demand
for Skystar Advantage products, and for SkyBlaster following its introduction in 1999. This was partly
offset by downward pressure on prices in the industry, .

Gross profit. Gross profit increased by 90.9% to approximately $113.1 miltion in 1999 from
approximately $59.2 million in 1998. The gross profit margin decreased to 33.5% in 1999 from 38.1% in
1998 due to expenses related to migration from offering Spacenet’s Clearlink system to offering our
Skystar Advantage, and a writc-off of inventories associated with restructuring. In cur 1998 financial
statements, goodwill was restated and decreased by $21 miltion for expenses related to migration from
Clearlink to Skystar Advantsge, inventories were restated and increased by $12 million, accrued expenses
were restated and decreased by $11.3 million, and retained earnings were restated and increased by $2.3
million. The actual migration expenses were included in the 1999 expenses, mainly in cost of goods sold. If

‘ such migration expenses and write-off of inventories had not been included, our gross profit margin would

have increased to 44.4% in 1999 from 44.2% in 1998.

- Research and Development Expenses. Research and development expenses in 1998 included
$30 million for 8 write-off of required in-process research and development associated with the Spacenet
acquisition. In-process research and development expenses arise from new product development projects
that are In various stages of completion at the acquired enterprise at the dete of acquisition. Gross rescarch
and development costs without the acquired in-process research and development increased by 71.7% to
approximately $27.2 million in 1999, from approximately $15.8 million In 1998, and as a percentage of
revenues, decreased 1o 8.0% in 1999 from 10.2% in 1998, mainly due to the rapid increase in revenues
including from services, which by nature do not require significant R&D resources.” The dollar increase in

.. _suchcostsin 1999 was primarily due to hiring additiona! research and development personnel; the furthe:

T T T development of the SkyBlaster, Skystar Advantage and FaraWay product lines; the expansion of research

and development to reduce the costs and increase the functionality of our interactive VSAT product lines,

and conducting generic research relating to our participation in research consortia. Research and

development grants, as a percentage of gross research and development costs, decreased 10 3.7% in 1999

compared to 19.2% in 1998, Research and development costs, without acquired research and developmeat

showed a net increase to approximately $24.8 million in 1999 from approximately $12.8 million in 1998,

and a decrease as a percentage of sales to 7.3% in 1999 from 8.2 % in 1998.

Selling, General and Administrative Expenses. Selling, general and administrative expenses
‘increased by 135.3% in 1999 to approximately $68.4 million from approximately $29.1 million in 1998.
_As a peccentage of revenues, selling, general and administrative expenses increased 10 20.3% in 1999 from
18.7% in 1998, Selting, genera! 4nd administrative expenses include expenses relatcd to migration fram
Ciearlink to Skystar Advantage. If such migration expenses had not been included, the selling, general and
administrative expenses wonld have increased by 131.0% in 1999 to approximately §67.2 million, or
19.9% as a percentage of revenues, Increased expenditures in 1999 were primarily attributable to the
consolidation of Spacenet and the expansion of our marketing and selling ¢fforts through the hiring of
, personnel, and the opening of new offices around the world.
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Restructuring Charges and Related Expenses. Restructuring expenses as a result of the
Spacenet acquisition other than inventory write-offs and write-off of investments which are presented in
other lines, were $0.4 million lower than was recorded in 1998. Inventory write-offs relating to
rationalization of product lines which are presented in cost of revenues, were $4.6 million higher than wes
recorded in 1998, and write-offs of investments associates with restructuring were 30.9 million higher
than was recorded in 1998. Restructuring charges in 1998 were restated by 8 decrease of $2.25 million, as
explained in note 1q to notes 10 the Consolidated Financial Statements.

Operating Income (Loss). Operating income increased to approximately $20.3 million in 1999
from a loss of approximately $74.6 million after restatement as explained in the preceding paragraph in
1998, primarily due to the expenses related to migration from Clearlink to Skystar Advantage, restructuring
charges, write-offs associated with restructuring, and expenses related to acquired research and
development as described above. If expenses related to the migration, resiructuring charges, write-offs
associated with restructuring and expenses related to acquired research and development had not been
included, operating income would have bzen $58.2 million for the year ended December 31, 1599,
compared to $26.9 million for the year ended December, 1998, an increase of 116.4%, with the increase
due primarily to increased sales. ' - . ’

A Filnenclal Income (Expenses), Net.  Financial income, net amounted to approximately $3.3
million in 1999, compared to finaacial expenses, net of approximately $1.2 million in 1998, mainly due to
interest income on bank deposits from our public offering in February, 1999. ‘

‘Taxes on income. Taxes on income were approximately $2.5 million in 1999 compated to
. approximately $0.3 million in 1998.

Share in Losses of Associated Companies, Share in losses of associated companies was
. approximately $0.5 million in 1999, compared ta approximately $0.7 million in 1998.

Net Income (Loss). As aresult of all the foregoing factors, we had net income of approximately
$19.6 million in 1999 compared to a loss of approximately $79.4 million, after restatement as explained
above, in 1998, If migration expenses, restructuring cherges, write-offs associated with restructuring and

' expenses related 10 acquired research and development had not been included in the results, net income for
the year ended December 31, 1999, would have been $58.4 million compared to $24.8 million for the year
ended December 31, 1998, an increase of 135.6%.

Earnings (Loss) Per Share. Basic eamings per share for 1999 under U.S, GAAP was $0.96 per
share (50.83 per share under Israeli GAAP) as compared to basic Joss per share of $7.18 per share ($6.37
per share under Israeli GAAP) in 1998. Diluted eamings per share for 1999 was $0.92 per share ($0.83 per
share under Israeli GAAP) as compared to diluted loss per share of $7.18 per share ($6.37 per share under
Israeli GAAP) in 1998. If migration expenses, restructuring charges, write-offs associated with
restructuring and expenses related to acquired research and development had not been included in the
results, basic earnings per share for 1999 under U.S. GAAP would have been §2.86 per share as compared
to $2.24 in 1998, and diluted zamings per share for 1999 under U.S. GAAP would have been $2.73 per
share as compared to §2.14 in 1998,

} e Yezr Ended Decentber 31, 1998 Compared fo Year Ended December 31, 1997 .- .-

; Revenues. Our revenues Tnereased by 49.8% 1o approximately £155.3 million in 1998 from’

; approximately $103,7 million in 1997. The growth in revenues was attributable primarily toa substantiat
increase in sales of telephany products (FaraWay and DialAway) Bs well as increased sales of Skystar

' Advantage products and Internet Protocol (*/IP*”) based products. The increase in revenues was partly
P offset by downward pressure on prices ir. the industry.
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© Gross Profit. Gross proﬁt ihereased by 31.8% 10 appruxzmately $59 2 naillion in 1998 frorn
approximately $44.9 million in 1997. Our gross profit margin decreased to 38.1% in 1998 from 43.3% in
1997 due to write-off of inventories associated with restructuring. 1f such write-off had not been included,
our gross profit margin would have increased to 44.2% due primarily to a relative decrease in qur cost of
revenues as a result of more efficient manufacturing processes, lower cost of components and a change in
the oversll product mix.

Research and Developrient Expenses. Research and development expenses include $80 million

: for the write-off of acquired in-process research and development associated with the Spaccnet acquisition.

' In-process research and development expenses arise from new product development projects that are in
various stages of completion at the acquired enterprise at the date of acquisition. Gross research and
development costs without acquired ressarch and development increased by 49.0% to epproximately §15.8
million in 1998, from approximately $10.6 million in 1997 and as a percentage of revenues remained at the
same level of 18.2% in 1998 =s in 1997, The doMar increase in such costs in 1998 was due primarily to the
hiring of additional research and development personnel, the further development of the FaraWay,
SkySurfer and SkyBlaster product lines for corparate and rural telephony applications, the expansion of
research and development to reduce the costs and increase the functionality of our unidirectional and
interactive VSAT product lines, including 1P-based products, as well as ISAT and paging receiver producis

! . and to conducting generic research relating to the research consortia. Research and development grants, as .
a percentage of gross research and development costs, decreased to 19.2% in 1998 compared to 23.5% in
1997, Research and development costs, without acquired research and development net increased to
approximately $12.8 miilion in 1998 from approximately $8.1 million in 1997, and increased as a
percentage of revenues to 8.2% in 1998 from 7.8% in 1997,

Selling, General and Administrative Expenses. Selling, general and administratlve expenses
increased by 43.1% in 1998 to approximately $29.1 miilion from approximately $20.3 million in 1997. As
- & percentage of revenues, selling, general end administrative expenses decreased to 18.7% in 1998 from
approximately 19.6% in 1997. Increased expenditures in 1998 were primarily attributable to the expansion
of our marketing and selling efforts through the hiring of personnel, increased commissions paid to sales
personnel, agents and distributors, and the opening of new offices. ’

Restructuring Charges and Related Expenses.  As a result of the Spacenet acquisition, we
incurred restructuring charges of $12.0 mitlion after restatement, es explained in note 1q to Notes to the
Consolidated Financial Statements, for the year ended December 31, 1998, mainly for compensation to
customers and other third parties, $9.5 miflion of inventory write-offs relating to rationalization of product
lines, which are presented in cost of revenues and $2.7 million of write-off of investments associated with
restructuring.

Operating Income (Loss). Our operating income decreased to a Joss of approximately $74.6
millign after restatement, as explained in note 1q to Notes to the Consolidated Financial Statements, in
1998 fram an income of approximately $16.5 million in 1997, primarily due o the restructuring charges,
write offs associated with restructuring and expenses related to acquired research znd development as
described above. If restructuring charges, write offs associated with restructuring and expenses related to
acquired research and development had not been included, operating income would have been $26.9
million for the year ended December 31, 1398, {representing an increase of 62.83% over 1997) with the
increase due primarily to increased revenues,

Financial Income (Expelﬁes), Net. Finencial expenses, net amounted approximately to §1.2
million in 1998, compared to financial income, net of approximately $0.5 million in 1997, mainly dusto
payment of interest on subordinated notes whllc related intersst camed on deposits in banks decreased due
to use of funds.
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Share in Losses of Associated Companies, Share in losses of associated companics was
approximately $0.7 million in 1998 with no parallel amount in [997.

Net [ncome (Loss). As aresult of all the foregoing factors, we had a loss of approximately §79.4
million in 1998, after restatement as explained in note 1q to Notes to the Consotidated Financial
Statements, in comparison to net income of approximately $16.9 million in 1997. If restructuring charges,
write offs associated with restructuring snd expenses related to acquired research and development had not
been included in the Company’s results, the net income for the year ended December 31, 1998, would have
been $24.8 million (representing an increase of 46.4% over 1997). '

Earnings (Loss) Per Share. Basic loss per share for 1998 under U.S. GAAP was $7.18 per

, share ($6.37 per share under lsraeli GAAP) after restatement, as explained in note 1g to Notes to the
Consolidated Financial Statements, as compared to basic earnings per share of $1.56 per share (§1.50 per
share under Usraeli GAAP) in 1997. Diluted loss per shere after restatement for 1998 was $7.18 per share
($6.37 per share under Israeli GAAP) as compared to diluted earnings per share of $1.51 per share (3147
under Israeli GAAP) in 1997. 1f restructuring charges, write offs assocjated with restructuring and
expenses related to acquired research and development had not been included in the our results, basic

, earnings per share for 1998 would have been §2.24 per share and diluted carnings per share for 1998 under

E 11.S. GAAP would have been $2.14 per share.

Variabllity of Quarterly Operating Results

Our revenues and profitability may vary from quarter to quarter and in any given year, depending
primarily on the sales mix of our family of products and the mix of the various components of the prodacts
(i.¢., the volume of sales of remote terminals versus hub equipment and software and add-on
enhancements), sale prices, and production costs, as well as entry into new service contracts, the
termination of existing service contracts, of different profitability levels between different service
contracts. Sales of the Skystar Advantage and FaraWay products to a customer typically consist of
numerous remate tenminals and related hub equipment and software, which carry different sales prices and
margins.

Annual and quarterly fluctuations in our results of aperations may be caused by the timing and
composition of orders by our customers, Our future results also may be affected by a number of factors
including our ability to continue to develop, introduce and deliver enhanced products on a timely basis and
expand into new product offerings at competitive prices, to anticipate effectively customer demands, and to
manage future inventory levels in line with anticipated demand. These results may also be affected by
currency exchange rate fluctuations and economic conditions in the geographical areas in which we
operate. In addition, our revenues may vary significantly from quarter to quarter 83 a result of, among other
factors, the timing of new product announcements and releases by us and our competitors. We cannot be
sure that the growth in revenues, gross profit and net income achieved by us in prior quarters will contiztue
or that reveauss, gross profit and net income in any particular quarter will not be lower than those of the: e e
* preceding quarters, includifig compitable quarters. Gur éxpénse levels are based, in part, 0d expectations - oo
Tt asto future revenues. If revenies ere below expectations, operiting results are likely 1808 adversely. | "7 T
affected. As a result, we believe that period-to-period comparisons of our results of operations are not
necessarily meaningful and should not be relied upon as indications of future performance. Due ta all of
‘the foregoing factors, it s likely that in some future quarters our revenues of operating results will be
below the expectations of public market analysts ar investors. In such event, the market price of our
ordinary shares would likely be materially adversely affected.
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Liquidity and Capital Resources

Since inception, our finzncing requirements have been met primarily through cash generated by
operations, funds generated by private equity investments in 1990 and 1991, our public offerings in 1993
(approximately $24.5 million) 1995 (approximately $37.5 million), and 1999 (approximately 254.5
million), and our issuance of convertible subordinated notes in 1997 (approximately $71.8 million) and
2000 (approximately $338.8 million), as well as funding from research and development grants. In
addition, we atso financed our operations through borrowings under available credit facilities as discussed
belaw. We intend to meet our anticipated increases in capitel expenditures and working capital
reguirements with cash-on-hand.

. We have used available funds primarily for working capital. In 1999, funds were used to increase
trade receivshles by approximately $40.0 million, other receivables by approximately $79.3 million,
accrued expenses decreased by approximately $6.8 million, and approximately $16.2 miilion were used to
decrease short term bank credit. Funds were also used to increase investment in companies by
approximately $11.9 million and property, plant and equipment by approximately $92.0 million in 1999,
This increase in property, plant and equipment represents a portion of our investment in our new facility in
Petah Tikva, Israel, as well as additional purchases of computer and electronic equipment and office

‘ furniture and equipment. Approximately $14.7 million was provided by an increase in trade payables,

’ approximately $13.0 million was provided by an increase in other payables (including other Jong-term
liabilities), and approximately $13.9 million was provided by & decrease in inventories. The decrease in
inventories was due to migration from Clearlink to Skystar Advantage.

As of December 31, 1999, we had approximately $94.9 million in cash, cash equivalents and
short-term bank deposits and approximately $50.0 million of long-term bank deposits, compared to
approximately $7.6 million in cash, cash equivalents and short-term bank deposits and approximately
$40.7 million of long-term bank deposits as of December 31, 1998. Our ratio of shareholders” equity to
. total assets as of December 31, 1999, increased to 73.6% from 55.5%, after restatement, as explained in

e note_1q of Notes to the Cogsolidated Fipancial Statements, as of December 31, 1998, e e
As of December 31, 1999, we had & bank line of credit of approximately $10 million with Israel

Discount Bank Ltd. {an afFiliate of ane of our major shareholders), under which approximately $4.6 million

: of short-term debt was outstanding as of that date. We glso had 2 bank line of credit of approximately $24
million with Bank Leumi Le Isract B.M., under which approximately £2.3 million of short-term debt was
outstanding as of December 31, 1999. The short-term bank credits are secured by a negative pledge
prohibiting uy from seiling or otherwise transferring any assets except in the ordinary course of buginess,
from placing a Jien on our assets without the bank’s consent and from declaring dividends to our
sharefiolders.

In 1998, funds were used to increase inventories by approximately $1.5 million and trade
receivables by approximately $35.2 million. The increase in inventories in 1998 represented increased
component purchases to meet higher production levels and an inerease in work-in-process and finished
products, primarily related to customer orders planned for shipment early in the following quarter
including praducts nesded for the migration from Clearlink to Skystar Advantage. Funds were also used to
increase investments by apnroximately $14.2 million (including $8.5 million in loans to an assaciated
company and $2.7 million used in connection with deconsolidation of the investment in GVT Antilles)
‘approximately $5.7 million was used to decrease other payables,and $13.8 million was used to increase

_property, plant and equipment. This increase in property, plant and equipment represents a portion of our
investment in our new facility in Pétah Tikva, Israel, as welt as additional purchases of computer and
electronic equipment and office furniture and equipment. Approximately $3.9 million was provided by an

_ increass in trade payables, approximately $22.3 million after restatement, as explained in note 1q to Notes
to the Consolidated Financial Statements, was provided by a decrease in other receivables and an increase
in accrued expenses, and approximately $20.4 million was provided by short term bank credit.
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FOR PUBLIC INSPECTION

In June 2000, we exercised our right ta redeem our 6%4% convertible subordinated notes issued on
May 14, 1997 and due on June 1, 2004. The notes were redeemable in full at 102% of the principal

_amount plus accrued and unpald interest, setting the redemption price per $1,000 note at $1,020.72. All of

the note holders apted to cenvert their notes into Gilat's ordinary shares prior to the redemption date. See
note 8 of Notes to the Consolidated Financial Statements,

The convertible subordinated notes that were issued in February 2000 represent unsecured general

" obligations, are subordinate in right of payment to certain of our obligations, and are convertible into our

ordinary shares. The notes bear interést at an annual rate of 4.25% and will mature on March 15, 2005,
untess:

. redeemed by us on or after March 18, 2003;

v repurchased by us at the option of the holders upan the occurrence of certain designated
events; or

. converted into our ordinary shares at the option of the holders at a conversion price of

$186.18 per ordinary share.

The notes do not impose any financial covenants or any restrictions on the payment of dividends,
the repurchase of sccurities or the incurrence of senior indebtedness or other indebtedness. See note 16 of
Notes ta the Cansolidated Finencial Statements.

We expect that the principal uses of our cash during 2000 will be for working capital, capital
expenditures and stratepic investments. In addition, our uses of cash will include the expansion of our
manufacturing, testing, quality control, delivery and service capabilitics in Isracl, expansion of our
international marketing activities, rescarch &nd development, and additional capital investment for our
service-based offerings. . .

Acquisition of Spacenet

On December 31, 1998, we completed the acquisition of Spacenet, a company engaged in
providing VSAT-based network services and prior to the acquisition, a wholly-owned subsidiary of GE
Americom. The transaction was completed pursuant to an Agreement and Plan of Merger entered into on-
September 25, 1998, between Gilat, GE Amcricom, and Spacenet. We zcquired Spacenst from GE
Americom in exchange for § million shares of newly issued Gilat ordinary shares. The acquisition was
structured as 2 merger intended to qualify as a *“tax-free”* reorganization. See “Item 13: Interest of
Management in Certain Transactions—Mergee-Related Agreements—The Tax Matters Agreement.”” As
part of the acquisition, we entered into several significant agreements with GE. See “Item 13: Interest of
Management in Certain Transactions—Merger-Related Agreements.”

In-Process Ra_sun:h' and Development,

A major value-enhancing asset acquired in the Spacenet acquisition was the technology developed

by Spacenet as part of its planned new Turhosat product. At that time, we planned to utilize the Turbosat

technology in a new product.

P
. Aspartof the process of analyzing the purchase of Spacenet, management made a decision to buy
technology that had not yet been commercialized rather than develop the technology internally. Our '
management based this decision on factors such as the amount of time it would take to bring the
technology to market and the quality of the Spacenet research and development cffort, We also considered
aur own resource allocation and our progress on comparable technology. Our management expects to use
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the same decision process in the future, The allocation to in-pracess research and development of $30
million represents the estimated feir value using the methodology described under “Valuation
Assumptions” belaw. :

Al the time of the acquisition, the Turbosat technology, though not yet fully developed, was
intended to increase throughput, expand product features 1o serve additional applications and reduce cost.
The technology was elso expected to accommodate changes in customer’s petformance and epplication
requirements through its ability to be upgraded to a satellite multimedia platform or a terrestrial router.
One of the most important features of the acquired Turbosat technology is that it enables a wide range of
flexibility through the application of spread spectrum and CDMA technologies as the satellite access
method, Other distinguishing features are its advanced level capability for data, audio and video
broadcasting,

At the time of the acquisition, we expected the full software feature to be complete in late first
quarter 1999 and 2 fully integrated Turbosat to be ready for release by June 1999, at which time we
expected to begin generating sconcmic benefits from the value of the completed development associated
with the in-process research and development, At that time, we also expected that if successfully
completed, the new. product incorporating the Turbosat feature set would be marketed by us under the
Skystar Advantage trademark while maintaining backward compatibility.

In 1999, the research gnd development of Turbosat technolegy progressed, with most of
Turbosat's improved functionality and features completed and the technology being integrated (other than
CDMA) into a new product platform, Skystar Advantage TG (Turbo Generadon), which is now our main
Skystar Advantage platform and is being implemented for the USPS network and other networks,

Prior to the acquisition, Spacenet had incurred approximately $20 million in Turbosat
development-related costs. At the acquisition date, costs to complete the research and development efforts
related to Turbosat were expected to be approximately $6 million. In 1993 our gross research and
development expenses were approximately 327 million, which included expenses related to integration of
the Turbosat technelogy nto the Skystar Advantage platform. We have not completed research and
development of the Turbosat CDMA technelogy, although we continue to consider potential integration of
this technology in our YSAT products and for which we are directing research and development activities
over the next 12 months,

Valuation Assum ptions

In connection with the Spacenet acquisition in 1998, we estimated the fair value of in-process
research and development using an income approach. This involved cstimating the present value of the
estimated after-tax cash flows expected to be generated by the purchased in-process research and
development, using risk adjusted discount rates and revenue forecasts as appropriate. Praduct revenues
attributable to the Turbosat technology were estimated to be $118 million in 1999 and to grow thersafter
through the end of the product’s life in 2005 as new product technologies are expected 1o be introduced by
us. Product revenue growth was expected to decrease gradually from 42% in 2001 to 15% in 2003 and
6.9% in 2008. Service revenues and lease payments were expected to continue at a declining rate through
the year 2011. Revenues were estimated based on relevant market size and growth factors, expected
jndustry trends, individual product sales cycles, maintenance and service lifs and the estimate life of the

‘product’s underlying technology. Product costs included hardware, instailation, space segment fees, and

mainienance costs, Estimated operating expenses included cost of goods sald, selling, general and

" administrative expenses and engin éring expenses, The estimates were consistent with historical pricing,

margins and expense levels for our other products.

The selection of the discount rate was based an consideration of a weighted average cost of
capital, as wel! as other factors including the technology’s useful life, profitability level, uncertainty of
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advances, and stage of completion. A risk adjusted discount rate of 40% was utilized to discount projected
cash flows,

Only a proportional value consistent with the technology’s already compieted development effort
was considersd in-process rescarch and development for financial reporting purposes. Value sssociated
with the technology’s remaining development effort wes not included in the valuation. We further
believed that the estimated in process research and development amount determined represented fair value
and did not exceed the amount 2 third party would pay for the project.

We allocated anticipated cash flows from an in-process research and development project to
reflect contributions of the core infrastructure technology. At the date of acquisition, the Turbosat
technology for which a value had been assigned to in-process research and development efforts had not yet
reached technological feasibility and had no alternative future uses. Accordingly, the value allocated to
this R&D project was capitalized and immediately expensed gt acquisition. If the project is not wholly
successful or not fully completed in 2 timely fashion, menagement’s product pricing and growth rates may
not be achieved and we would not realize the financial benefits expected from the project at the time of the
acquisition.

P .

Based on an independent appraiser’s repart obtained by management, on December 31, 1598, we
recorded a cherge of $80 million for the write-off of acquired in-process research and development
associated with the Spacenet acquisition. In-process research and development expenses arise from new
product development projects that ars in various stages of completion at the acquired enterprise at the date
of acquisition.

Impact of Inflation and Curreney Fluctuations

Almost all of our sales and service contracts are in dollars and most of our expenses are in dollars
and N18. The dollar cost of our operations in Israel is influenced by the extent to which any increase in the
rate of inflation in Israel is not offset (or is offset on a [agping basis) by a devalvation of the NIS in relation
to the dollar. The influence on the doliar cost of our operations in Israel relates primarily to the cost of

" salaries in Israel, which are paid in NIS and constitute a substantial portion of our expenses in NIS. During
1999, the rate of inflation in lsrae! was 1.3% while the value of the doller against the NIS decreased by
0.17%. During 1997 and 1998 the rate of devaluation of the N1S ageinst the dellar exceeded the inflation
rate in Isracl. In 1997 the rate of inflation was 7.0% and the rate of devaluation was 8.8%. In 1998 the rate
of inflation was 8.6% and the rate of devaluation was 17.6%. In earlier years, there was a reversed frend
when the inflation rate exceeded the rate of devaluation of the NIS against the dollar. For example, during
1995 the rate of inflation in lsrasl was 3.1% and during 1996 the rate of inflation was 10.6%, while the NIS
was devalued egainst the doflar by 3.9% in 1995 and by 3.7% in 1996. IF future inflation in Israe] exceeds
the devaluation of the NIS against the dollar or if the tining of such devaluation lags behind increases in
inflation in Jsrael, our results of operations may be materiaily adversely affected.

In addition, we pay for the purchase of certain components of our products in Japanese yen. Asa
result, an increase in the value of the Japanese yen in comparison to the dollar could increase the cost of
tevenues. We have entered into & hedging agreement with our principal Japanese supplier in an effort to
reduce the effects of fluctustions in the exchange rate, although therc can be no assuranee that such
agreement will effectively hadge our Japanese yen exposure.

Effective Corporate Tax Rate
. . -~

, lsracli companies are generally subject to income tax af the rate of 36% of taxable income.
However, substantially all of our production facilities in Israel have been granted Approved Enterprise
stetus under the Law for-Encouragement of Capital Investments, 1959, and consequently are eligible for
¢certain tax benefits for the first several years in which they generate taxable income. We currently have
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nine Approved Enterprises, and have applied for approval for a tenth enterprise. Income detived from the
nine Approved Enterprises is entitled to tax benefits for periods of 7 years (in the case of two of the
enterprises) or 10 years (for the remaining seven enterprises), from the first year in which we generate
income from the respective Approved Enterprise, on the basis of the nature of the incentives selected by us.
The period of reduced tax for the tenth enterprise, if approved, is expected to be 10 years, although the
terms of the approval may provide for a different period. The main tax benefits are 2 tax exemption for
two or four years and a reduced tax rate of 15% to 25% for the remainder of the benefits period depending
upon the level of foreign ownership of the company. As a result of these programs, our effective corporate
tax rate was 0% in 1993, 2.1% in 1994, 0% in 1995, 1.5% in 1996, 0.8% in 1997, and 10.9% in 1999. The
increase in 1999 was dus mainly to one time charges associated with the restructuring and losses in
subsidiaries for which no deferred income taxes were recorded. In 1998 we had a loss due to restructuring
charges, write offs associated with restructuring and expenses related to acquired research and
development. We anticipate that a substantial part of our income for 2000 will be tax-exempt, while the
balance will be taxed at cates ranging from 15% to 36%.

On May 4; 2000, a committee appointed by the Israeli Finance Minister known as the “Ben-Bassat
Committee™ submitted its report an reform of the Israeli direct tax system (the “Report”). The Report
makes several recommendations that if enacted into law by the Israeli Parliament, may have substantial tax
jmplications on us and on our sharcholders. The sraeli Government adopted the recommendations, with
the intention that the applicable legislation will be effective as of January 1, 2001, During the legislative
process, the recommendations contained in the Report may be subject to substantial cheages.

The Report recommends increasing to 25% the corporate tax rate available under the Law for the
Encouragement of Capital Investments, 1959, during certain portions of the Approved Enterprise benefits
period to companies owned in whole or in patt by foreign investors. Currently depending on the
percentege of foreign ownership this rate can be as low as 10%, , and as high as 25%, which is the
corporate tax rate available to the Approved Enterprises of companies without any foreign ownership.
Furthermore, the Report recommends revoking a current exemption available to income of Approved
Enterprises that is not distributed as a cash dividend and, setting a corporate tax rate of 10% for profits
generated during certain portions of the Approved Enterprise benefits period.

Recently issued accounting pronouncements

In June 1998, the FASB issued FAS No. 133, “Accounting for Derivative [nstruments and
Hedging Activities”. FAS 133 established new accounting and reporting standards for derivatives and
hedging activities, FAS 133 requites companies to record derivatives on the balance sheet as assets or
liabilities, measured at fair vaiue. Gains or losses resulting from changes in the values of those derivatives
would be accounted for depending on the use of the derivative and whether it qualifies for hedge
accounting. FAS 133 is effective for calender-year companies from January 1, 2000. We are currently
eveluating the impact FAS 133 will have on our financial statements.

In December 1999, the United States Securities and Exchange Comitnission issued Staff
Accounting Bulletin No. 101-“Revenue Recognition in Financial Statements”. SAB 101 summarizes the
SEC’s interpretation of the application of GAAP to revenue recognition,

We are currently evaluating the impact that SAB 101 will have on our financial statements.

,_'/-
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ITEM 9A: QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT
MARKET RISK

General

The currency of our primary econcmic environtnent is the dollar, However, we have balances and
activities in other currencies, We are therefore exposed to markef risks arising from changes in currency
sxchange rates, We are also exposed to market risks arising from changes in interest rates,

From time to time, we use financial instruments and derivatives in order fo limit our exposure to
risks arising from changes in exchange rates between the dollar and the WIS and other currencies and in
interest rates. However, we cannot assure that the use of such instruments will efiminate our exposure to
additional exchange rate or interest rates risks.

V Exchange Rate Risk Management

Qur functional currency and that of mast of our subsidiaries is the dollar. Accordingly, we
atiempt to protect ourselves against exposure arising from the difference between assets and liabilities in
each currency other than the dollar (“Balance Sheet Exposure™), We strive to limit our exposure through
“natural” hedging, i.e., attempting to maijntain similar levels of assets and liabilities in any given cucrency,
to the extent possible. However, this method of “natural” hedging is not always ashievable, .

The table below details the balance of the Balance Sheat Exposure by currency:

December 31, 1999
Liabllitles — short term (in thousands)
WVariable rate debt; '
In NIS 5276
Interest rate 11.3%-12.1%

Interest Rate Risk Management

Due to the existence of assets and liabilities with different interest rates and maturity dates, we are
exposed to changes in interest rates.
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The table below details the Balancs Sheet Exposure by curmency and interest rates:

Expected Maturity Dates
2000 2001 Maturity
Unknown
Assets: (in thousands) . . -
Short term- in US
dollars: 61,540
Fixed rate
Interest rate 5.4%-6.69%
Long term - in U§
dollars: . : 50,000 $9,000
Fixed rate
Interest rate 5.71%-5.79% 0%
Liabilities:
1) long-term ~ in US
dollars; $75,000
fixed rate debt- .
In doliars
Interest rate 6.5%
2) short-term
variable rate debt- -
In dollars 1,71¢
average interest rate 6.85%
In NIS 5,276
; average interestrate | 11.3%-12.1%
: Interest rate option(*) $20,000

{*) In May, 1997 we bought a three year call option to protect us in the event the Libor interest rate
exceeds 7.5%. Upon the exercising of the option, we will be entitled to the difference between the then
Libor interest rate and 7.5%, multiplied by $20,000,000. This call option was not exercised and expired in
May 2000,

In 1998 and 1999, we made long-term loans in the amount of $9,000,000 to an associated
company: $8,500,000 in 1998 and $500,000 in 1999. The loans do not bear interest and are without a
maturity date. .

In February 2000, we completed a private pffering of $350 million of convertible subordinated
notes due in 2005, to Qualified Institutional Buyers. The notes are eonvertible into ordinary shares ata
conversion price of $186.18 per share. Each note will bear annual interest of 4.25% payable semiannually.
See also note 16a of the Notes to the Consolidated Financial Statements.
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ITEM 10: DIRECTORS AND OFFICERS OF REGISTRANT
Directors and Executive Officers )

Our directots and executive officers and key executives of our subsidiaries as of June 16, 2000 are

as follows:
Name Age Posltion
Yoel Gat(1)(2}.ceerrrereneenes womn. 48 Chairman of the Board of Directors and Chief Executive
Officer
Amiram Levinberg(1}2)....... 44 President, Chief Operating Officer and Director
Shlomo Tirosh(3} ..ccouvrne s 54 Director
Dov Tadmor(1)(3).... . 70 Director
John Comneliy(4) .......coccnne. w. 356 Director
Dr. Gideon Kaplan ............... 44 Vice President, Technology
Yoav Leiboviteh ..o . 42 Vice President, Finance and Administration and Chief
Financial Officer
Joshua Levinberg.......rnn.. 46 Semior Vice President, Business Development
_ Joann R. Blasberg.......cce... 48 Vice President and General Counsel '
) Erez Antebi.iiecncrninnnnn . 40 Vice President, General Manager for Asia, Aunstralia and Africa
Alan Freece.....covomeniisenienn . 52 Chief Executive Qfficer angd President, Gilat Florida
Sheldon Revkin ...ccosniee . 36 President and Chief Operating Officer, Spacenet
David R. Shiff....... . 42 Vice President, Sales and Marketing, Spacenet
Robert Givens......coc evnrians 54 President, Gilat Europe

{1) Member of the Stock Optian Committee. For approval of stock option grants 1o employees who
are also directors, the Stock Option Comrnittee also includes Mr, Tadmor.

(2) Member of the Compensation Committee.

(3) Member of the Audit Committee,

{4} Mr. Connelly is a nominee of GE Americom, pursuant to a voting agreement among certain of the
principal shareholders of Gilat concerning the election of directors.

¥oel Gat is a co-founder of Gilat and has been its Chief Executive Officer and a Director since
Gilat's inception and since July 1995 has served as the Chairman of the Board of Directors. Mr, Gatisa
member of the Stock Option and Compensation Cammittees of the Board. Until July 1995, Mr, Gat also
served as the President of Gilat. From 1974 to 1987, Mr. Gat served in the Israel Defense Forces (“*IDF'").
In his last position in service, Mr. Gat was a senior electranics enginzer in the Israel Ministry of Defense
(*'IMOD™"). Mr, Gat is a two-time winner of the Israel Defense Award (1979 and 1988), Israel's most
prestigious resezrch and development award. Mr. Gat is also Chairman of the Board of Directors of KSAT,
. in which Gilat holds 2 minority interest. Mr. Gat also served as the Chairman of the MOST Consortium and
! . is & director of ILAN-GAT Engineering Ltd,, & civil contracting company whose shares are publicly traded
f on the Tel Aviv Stock Exchange and of which members of his family are major sharcholders. Mr. Gat is
Chairman of the Board of Directors of Gilat-To-Home, In¢. Mr. Gat received a bachelor of science degree
in electrical engineering and electronics from the Technion—1Israel Institute of Technalogy and a masters
i degree in management science from the Recanati Graduate School of Business Administration of Tel Aviv
University, where he concentrated on Information systems.

. Amiram Levinberg is a co-founder of Gilat and bas been a Director end Chief Operating Officer .
since inception, and since July 1995 has served as President. Mr, Levinberg is a member of the Stock
Option and Compensation Committzes of the Board. Until July 1995, he served as Vice President of
Enginezring. In this capacity, he supervised the development of Gilat's OneWay and Skystar Advantage
VSATSs. Mr. Levinberg is also a director of Gilat Communications, Fror 1977 to 1987, Mr. Levinberg
sarved in a research and development unit of the LDF, where he managed 2 large research and development
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project. He was awarded the Israel Defense Award in 1988. Mr. Lévinberg is a graduate of the Technion,
with a bachelor of science degree in electrical engineering and electronics and masters of science degres in
digital communications.

Shiomo Tirosh is a co-founder of Gilat and bes been 2 member of the Board of Directors since

inception, serving a3 Chairman of the Board of Directors until July 1995. Mr. Tirash is a member of the

" Audit Committee of the Board. Since July 1990, Mr. Tirosh has served as Chairman of the Board, Chief ~
Executive Officer and President of Gilat Communications. From 1964 to [987, Mr. Tirosh served in the
IDF, where he held a variety of professional and field command positions (retiring with the rank of
colonel). From 1980 10 1985, he headed a large research and development unit, and from 1985 to 1987, he
managed 2 large-scale technology project for the IMOD. In 1988, he received the Isracl Defense Award,
Mr. Tirosh holds a bachelor of arts degree (sumnma cum laude) in economics from Bar-Ilan University in
Ramat Gan.

Dov Tadmor has been a Director of Gilat since July 1994 and is a member of the Audit and Stack
Option Committees of the Board. Mr. Tadmor served as Managing Director of DIC and DICFM from 1985
until March (999, Mr. Tadmer holds 2 bachelor of law degree from the Schoa! of Law and Economics in
Tel Aviv,

In August 1999, an indictment was filed by the Tel Aviv District Attorney's Office in the Tel
Aviv Magistrate's Court alleging certain violations of the [sraeli Securities Law by DIC and certain of its
officers, including Mr. Dov Tadmer, in his capacity as the former CEC of DIC. The indictiment alleges
that DIC's annual and quartecly financial statements for the period 1990-1995 were misleading in
connection with the failure to attach to DIC's financial stetements sent to the Tel Aviv Stock Exchange and
the Isreet Registrar of Companies the financial statements of three private Israeli companies of which DIC
was 2 shareholder, In December 1999, Mr. Tadmor and the other defendants pleaded not guilty to the
charges, although one of the defendants subsequently entered into a plea agreement with the prosecution.
The court commenced evidentiary proceedings in May 2000.

John Connelly was appointed a Director in January 1999. Since 1992, Mr. Cannelly has served as
Chairman and Chief Executive Officer of GE Americom. Mr. Connelly joined the General Electric
Cempany in 1967, and has served in a number of capacities at General Electric and its affiliates since that
time. Mr. Connelly holds a bachelor of science degree form Miagara University and a masters in business
administration from St. John’s University. ‘

Gideon Kaplan joined Gilat in 1989 as Vice President of Technology. From late 1987 to 1989,
Dr. Kaplan was employed as a research engineer with QUALCOMM, Inc., a mobile satellite
communications and cellular radic company. From (978 to 1987, Dr. Kaplan served in a research and
development unit of the IDF and received the Tsrael Defense Award in 1984, Dr. Kaplan received a
bacheor of science degree in electrical engineering, a master of science degree and doctorate in electrical
engineering from the Technion,

Yoav Leibovitch joined Gilat in early 1991 as Vice Prasident of Finance and Administration and

Chief Financial Officer. Since joining Gilat, Mr, Leibovitch has also served as acting Chief Financial
Officer of Gilat Inc. He is a director of GVT. From 1989 to 1990, Mr. Leibovitch worked in the United
States at Doubleday Books and Music Clubs as special advisor for new business development. From 1985
1o 1989, he was the Financial Officer of a partnership among Bertelsmann, A.G., a large Gennan media
and communication company; Clal Carporation, a major Israeli industrial holding company; and Yediot

- Aharonot, an Israeli daily newspaper, Mr, Leiboviteh is a graduate of the Hebrew University of Jerusalem
with & bachelor of arts degree in economics and accounting, and a mastars degres in business '
administration specializing in finance and banking. Mr. Leibovitch is a Certified Public Accountant in
Isreel.
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Joshua Levinberg is a co-founder of Gilat 2nd since June 1999 serves as Senior Vice President
for Business Development of Gilat, having previously served in that position from 1994 to April 1998. At
that time, Mr. Levinberg became Chief Executive Officer of GVT until Juns 1999. From 1989 untii
September 1994, he served as Executive Vice President end General Manager of Gilat Satellite Networks,
Inc, From 1987 until the formation of Gilat Satelite Networks, Inc. in 1989, Mr. Levinberg wes Vice
President of Business Development of Gilat. From 1985 to 1987, Mr. Levinberg held various pasitions,
including Manager of System Development and Marketing Manager at the [sraeli subsidiary of DSP Group
Inc., a U.S. company specirlizing in digita! signal processing. From 1979 to 1985, he worked in the
Communications Engineering Department of Elrisa Ltd,, a manufacturer of sophisticated weapons and
communications systems. Mr. Levinberg is a graduate of Tel Aviv University, with a bachelor of science
degree in electrical engineering and electronics. Amiram Levinberg, a director, President and Chief
Operating Officer of Gilat, and Joshua Levinberg are brothers.

Joann R. Blasberg joined Gilat in August 1995 as Vice President and General Counsel. Prior to

Joining Gilat, Ms. Blasberg was a partner in the firm of Kleinhendler & Halevy, Israeli counse! to Gilat,
having been associated with that firm from May 1987. Prior to immigrating to Israel in December 1986,
Ms, Blasberg was an associate with the firms of Siff & Rosen from May 1984 and Kronish Leib Weiner &
Hellman from August 1982 until May 1984. Ms. Blasberg served as Principal Law Cletk to Chief Judge

. Lawrence H. Cooke of the New York State Court of Appeals from 1979 to August 1982. Ms. Blasberg

p received a law degree in 1979 from Brooklyn Law School (summa cum laude) and received a bachelors

: degree in sociology from Queens College. .

Erez Antebi curvently serves as Gilat's Vice President, General Manager for Asia, Australia and
Aftica. From September 1994 until the beginning of 1998, he served as Vice President and General
Manager of Gilat Inc. Mr. Antebi joined Gilat in May 1991 as product manager for the Skystar Advantage
VSAT product. From August 1993 until August 1994, he served as Vice President Engineering and
Program Management of Gilat Inc. Pricr to joining Gilat, Mr. Antebi worked for a private importing

. business from 1989 to 1991, after having served as marketing manager for high frequency radio

communications for Tadiran Limited, a defense electronics and telecammunications campany, from 1987
to 1989 and as a radar systems development engineer at Rafae), the research and development and
manufacturing arm of the [DF, from 1981 to 1987. Mr. Antebi received a bachelor of science degree and
master of science degree in electrical engineering from the Technion,

Alan Freece joined Gilat Florida in July 1997 as President and became Chief Executive Officer of
that company in January 1998, Prior to joining Gilat Florida, Mr. Freece was Vice President of Marketing
and Business Development at Spacenct from 1995 to 1997, From 1984 to 1994, Mr. Freece served in
several capacities, including Vice President of Marketing and Sales and President for Scientific Atlanta
Private Networks VSAT Division. From 1973 to 1984, he was with Harris's Satellite Communications .
Division, Mr. Freece received a bachelor of science degree in electrical engineering from the University of
Iilinois and a masters degres in business administration from the University of Florida. |

Sheldon (Shelly} Revkin joined Spacenet in January 1999, as President and Chief Operating
Officer. Prior to joining Spacenet, Mr. Revkin was Senior Vice President and General Manager of the
Wireless Networks Division of Hughes Network Systems, Inc. (HNS). Mr. Revkin joined HNS in 1978 and
held several exectitive-level marketing, sales and operations positions within the company. Revkin holds a
bachelor of science degree in electrical enginesring from Pratt Institute in New York City, a master of
science degree in electrical engineering from Polytech University in Brooklyn, New York, and a master of
_business administration degree in finance and marketing from Lynchburg College in Lynchburg, VA.
Revkin is 2 member of Eta Kappa Nu, Tau Beta Pi, and the Institute of Electrical and Electronics
Engineering (IEEE).

David R. $hiff joined Spacenet in December 1998, as Vice President of Sales and Marketing.
Prior to joining Spacenet, Mr. Shiff spent 15 years with Hughes Network Systems, a division of Hughes
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Electronics. For the last two years he served as Assistant Vice President, North American Sales, for the
Satellite Networks Divisions of HNS. Mr. Shiff holds a degree in mechanical engineering from the
University of Wisconsin.

Robert Givens joined Gilat in the Spring of 2000 as President of Gilat Europe. Prior to joining
Gilat, Mr. Givens was employed by Global One Communications S.A. from 1996 unti] 2000, first as Chisf
Financial Officer and then as Executive Vice President and General Manager for Europe and Eastern
Europe. From 1982 to 1996, Mr. Givens cperated Profit Development, a transition management company
he founded to provide temporary management for European and American companies nndergoing
corporate changs. Prior to 1982, he held various management and financial positions with Groupe
Chargeurs from 1977 to 1981, Corning Glass Works from 1976 to 1977, Fairchild Camerz and Instrument
Corp. from 1972 to 1976, Smith Kline Beecharh from 1970 to 1972 and Ford Motor Company from 1968
to 1970. Mr. Givens received a bachelor of science degree in finance from Miami University, and a
masters degree in international business administration from Columbia University and continued his
studies in post graduate accounting at the Wharton School.

Terms of Directors

Directors are elected at the annual shareholders meeting to serve until the next annual meeting of
the shareholders and until their respective successors are elected and qualified. Qur Articles of Association
provide that the directors may appoint additienal directors {whether to fill a vacancy or to expand the
Board). Our Articles of Assaciation provide that the Board may delegate all of its powers to commitices of
the Board as it deems appropriate, subject to the pravisions of the Israeli Companies Ordinance (the
*‘Companies Law’"). Officers of Gilat serve at the discretion of the Bozrd or until their successors are
appointed.

Alternate Directars

Our Articles of Association provide that a director may appoint, by written notice to Gilat, any
individual (whether or not such person is then a member of the Board) to serve as an alternate director,
subject to the consent of the Board if the alternate is not then 2 member of the Board. Any alternate director
shall have all of the rights and obligations of the director appointing him or her, except the power to
appoint an alternate (unless otherwise specifically provided for in the appointment of such altemnate), The
alternate director may not act at any meeting at which the director appointing him or her is present. Such
alternate may act as the alternate for several directors and have the corresponding number of votes. Unless
the time period or scope of any such appointment is limited by the appointing directar, such appointment is
effective for all purposes and for an indefinite time, but will expire upon the expiration of the appointing
directar’s term. Currently, no altemate directors have been appointed.

Board Compensation

By resolution of the Board end the shareholders adopted in 1996, directors who are not exccutive
officers receive annual compensation of $10,000 for their services on the Board or any committee thereof
beginning in 1996, All of the non-management directors are reimbursed for their expenses for each Board
meeting attended.

QOufside Directors and Audit Committee
: -

Under the new lsrzeli Companies Law, which became effective February 1, 2000, public
companies are required to elect two outside directors who must mest specified standards of independence,
Companies that are registered under the laws of Israel and whose shares are listed for trading on a stock
exchange gutside of Israel, such as our company, are treated as public companies with respect ta the
outside directors requirement. The outside directors may not have any economic relationship with us,
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Therefore any person who was an emplayee of & company or had a commercial or professional connection
with it in¢luding controlling shareholders, 25% shareholders, and their relatives ar employees cannot serve
as outside directors.

Qutside directors are elected by shareholders, The shareholders veting in favor of their election
tnust include at least one-third of the shares of the non-contrelling shareholders of the company who are
present at the meeting. This minority approval requirement need not be met if the total shareholdings of
those non-controlling shareholders who vote against their efection represent 1% or less of all of the voting
rights in the company. Outside directors serve for a three-year term, which may be renewed for only one
additional three-year term. Qutside directors can be removed from office anly by the same special
percentage of sharcholders as can elect them, or by a court, and then only if the outside directors cease to
megt the statutory qualifications with respect to their appointment or if they violate their duty of loyelty to
the company. 1f, when an outside director is elected, all members of the board of directors of a company
are of one gender, the outside director to be elected must be of the other gender,

Any committee of the board of directors must include at least one outside director. An outside
director is entitled to compensation as provided in regulations adopted under the Companies Law and is
otherwise prohibited from receiving any other compensation, directly or indirectly, in connection with such
service. Pursuantio regulations promulgated under the Companies Law, our two independent directors
may be deemed to be outside directors. -

The Companies Law also provides that publicly traded companies must appoint an audit
committee, The responsibilities of the audit committee include identifying iregularities in the management
of the company's business and approving related party transactions as required by law. An audit committee
must consiat of at Jeast three members, and include all of the company's outside directors. However, the
chairman of the board of directors, eny director employed by the company or providing services to the
company on a regular basis, any controlling shareholder and any relative of a controfling sharsholder may
not he a member of the audit committee. An audit committee may not approve an action or a transaction
with a controlling shareholder, or with an office holder (defined below), unless at the time of approval twa
outside directors are serving as members of the audit committee and at least one of the outside directors
was present at the meeting in which an approval was granted.

In addition, the Companies Law requires the boerd of directors of a public company to appoint an
internal auditor nominated by the audit committee. A person who does not satisfy the Companies Law's
independence requirements may not be appointed as an internal auditor. The role of the intemal auditor is
ta examine, among other things, the compliance of the company's conduct with applicable law and orderly
business practice. -

Pursuant to the listing requirements of the Nasdaq National Market, we are currently required to
have at least two independent directors on our Board of Disectors and to establish an audit committee, at
least & majority of whose metnbers are independent of management. Messrs, Tadmor and Tirosh, both of
whom we believe are independent of management, currently serve on the Audit Committee of the Board

Nasdag recently amended its rules to require that listed cotnpanies have at least three independent
directors on the audit committee, all of whom are financially literate and one of whom has accounting or
related financial expertise. We must comply with these amended rules by June 14, 2001.

Approval of Related Party Transg:ﬁuns Under Israell Law
The Companies Law codifies the fiduciary duties that "office bolders," including directors and

exceutive officers, owe to a company. Under the Companies Law, an “office holder" is a direcior, general
manager, chief business manager, deputy gencral maneger, vice general manager, other manager directly
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subordinate to the General Manager or any other person assuming the responsibilities of any of the
foregoing positions without regard to such person's title,

An office holder’s fiduciary duties consist of a duty of care and a duty of loyalty. The duty of care
requires an office holder to act at & level of care which a reasonable office holder in the same position
would employ under the same circumstances. This includes the duty to utilize reasonable means to abtain
(1) information regarding the appropriateness of a given action brought for his approval or performed by
him by virtue of his position and (2} ail other information of importance pertaining to the foregoing
actions. The duty of loyalty includes avoiding any conflict of interest between the office holdet's position
in the company and his personal affairs, avoiding any competition with the company, avoiding the
exploitation of any business opportunity of the company in order to receive personal gain for the office
holder or others, and disclosing to the company any information or docurnents relating to the company's
affairs which the office holder has received due to his pasition as an office haolder,

The individuals listed as directors or executive officers in the table zbove would be considersd
office holders. Under the Companies Law, all arrangements as to compensation of office holders who are
not directors require approval of our Board of Directors, provided, however, that it was not an
extraordinary transaction under the Companies Law, and provided further that there are no other special
requirements under the company's articles of assoclation. The compensation of affice holders who are

: directors must be approved by our Audit Committee, Board of Directors and shareholders.

The Compeanies Law requires that an office holder promptly disclose any personal intsrest that he
or she may have and all related material information known to him or her, in connection with any existing
or proposed transaction by us. In addition, if the transaction is an extraordinary transaction, that is, a
transaction other than in the ordinary course of business, other than on market terms, or likely to have a
material impact on our profitability, assets or liabilities, the office holder must also disclose any personal
interest held by the office holder's spouse, siblings, parents, grandperents, descendants, spouse’s
descendants and the spouses of any of the foregoing, or by any corporation in which the office holder is 2
5% or greater shareholder, director or general manager or in which he or she has the right to appoint at
least one director or the general manager.

Some transactions, actions and arrangements involving an office halder, or a third party in which
an office holder has an interest, must be approved by the board of directors or as othefwise provided for in i
a company’s articles of association, as not being adverse to the company’s interest. In some cases, such a
transaction must be epproved by the audit committze end by the board of directors itself, with further
shareholder approval required in the case of extracrdinary transactions. An office holder who has a
personel interest in 8 matter, which is considered at a meeting of the board of directors or the audit
committee, may not be present during the board of directors or audit committee discussions and may not
vate on this matter,

The Companies Law also provides that an extraordinary transaction between a public company
and 2 controlling shareholder, or an extraordinary transaction in which a controlling shareholder of the
company has a personal interest but which are between a public company and another entity, or the terms
of compensation of a controlling shareholder, if he is an employes of the company, and the terms of office
of a controlling shareholder if he is an officer of the company must be approved by the audit committes,
the board of directors and shareholders.

The shareholder approval for an extraordinary trensaction must include at least ane-third of the
 shareholders who have no personal Tnterest in the transaction and are present at this meeting, The
transaction can be appraved by sharcholders without this one-third approval, if the totai shareholdings of
thase shareholders who have no personal interest and voted against the transaction do not represent more
than [% of the voting rights in the company. In addition, a private placement of securities that will increase
the relative holdings of a shareholder that halds 5% or more of the company's outstanding share capital or
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that will cause any person to become, as a result of the issuance, a holder of more than 5% of the
company's outstanding share capital, requires approval by the board of directors and the shareholders of the
company. )

The Companies Law provides that an acquisition of shares in a public company must be made by
means of a tender offer if as a result of the acquisition the purchaser would become a 25% shareholder of
the company. This rule does not apply if there is already another 25% shareholder of the company.
Similarly, the Companies Law provides that an acquisition of shares in & public company must be made by
means of a tender offer if as a result of the acquisition the purchaser would become & 45% shareholder of
the company unless there is ancther person holding at that time more than 50% of the vating rights of the
company. .

Regulations under the Companies Law provide that the Companies Law's tender offer rules do not
apply to a company whosa shares are publicly traded either outside of Israe] or both in and outside of
Isreel, if pursuant to the applicable foreign securities laws and stock exchange rules there is a restriction on
the acquisition of any level of control of the company, or if the acquisition of any level of control of the
company requires the purchaser to make a tender offer to the public shareholders.

Indemnification of Directors and Officers

The Companies Law provides that an Israeli company cannot exculpate an office holder from
liability with respect to a breach of his duty of loyalty, but may exculpate in advance an office holder from
his liability to the company, in whole or in part, with respect to a breach of his duty of care.

The Companics Law provides that 2 company may not indemnify an office holder, nor enter into
an insurance contract which would provide coverage for any monetary liability incurred as a result of, any
of the following:

s & breach by the office holder of his duty of loyalty unless the office holder acted in good faith and had
a reasonsable basis to believe that the act would not prejudice the company;

» abreach by the office holder of his duty of care {f such breach was done inteot{onally or In disregard
of the circumstances of the breach of its consequences;

*  any act or omission done with, the intent to, derive an illegal personal benefit; or any fine levied
against the office holder as a result of a criminal offense.

[n order to allow indemnification in advance for office holders under the Articles of Association

as described, our shareholders shall be required to amend our Articles of Association to include the
following provisions:

e A provision authorizing us to grant in advance an undertaking to indemnify an office holder, provided
that the undertaking is limited to types of events which the board of directors deems to be anticipated
and limited to an amount datermined by the board of directors to be reasonable under the
circumstances. .

» A provision euthorizing us o retroactively indemnify an office holder.
. P
In eddition, pursuant to the Companies Law and our Artticles of Association, indemnification of

and procurement of insurance coverage for our Office Holders must be approved by our audit commitiee
and our Board of Directors and, in specified eircumstances, by our sharehalders.
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We provide indemnification to our Office Holders to the fullest extent permitted by Iaw. Our
Articles of Association include a provision to the effect that, to the extent permitted by the Companies
Law, we may (i) procure insurance for or indemnify any Office Holder, provided that the procurement of
any such insurance or provision of any such indemnification, as the case may be, is approved by the Audit
Committee end otherwise as required by law and (i) procure insurance for or indemnify any person who is
not an Office Holder, including, without limitation, any employee, agent, consultant or contractor who is
not an Office Holder. We have obtained directors’ and officers’ Hability insurance covering our officers
and directors and those of our subsidiaries for certain ¢laims.

ITEM 11: COMPENSATION OF DIRECTORS AND OFFICERS

Compensation of Directors and Officers

The following tablz sets forth the aggregate compensation paid to or accrued on behalf of all of
our directors and officers as a group for the year ended December 31, 1999;

Snlaries, Fees Divectorst Feet, Penslon, Retirement
Commissions anys . and Simitar Benefits
: All directors and officers as a group (22 persons*) $7,195,000 $751,000

*including those directors and executive officers referred to in Item 4 (except for four persons who became officers in
" 2000), one person who ceased being an officer during 1999, and two persons who ceased being directors in 1999,

Through June 15, 2000, we had granted opﬁcns under the Stock Option Plans to our then officers
and directors for a totat of 3,008,727 ordinary shares, of which 526,341 have been exercised. See *ltem 12
Options to Purchase Securities from Registrant or Subsidiaries.”

By Board and shareholder action in July and August 1994, respectively, we authorized future
bonuses to four of our executive officers, two of whom are also directors. Stich bonuses shall be paid as
follows: if our consolidated operating income (as defined in the resolution of the Bozrd and the
shareholders) in any year through December 31, 1999 is greater than $10 million, we will pay such officers
an agpregate one-time bonus in NIS equal to $51{,000, Tinked to the Tsraeli CPI (plus an amount equal o
any taxes payable on such bonus). The bonus will be divided among them as set forth in resotutions of the

" Board and the sharehglders meeting, The bonus, which was to be paid as soon as practicable after the end
of the yeer in which the operating income exceeded $10 million, was paid in 1998. By Board and
shareholder action in June and August 1995, the Board was also euthorized to grant annua) bonuses to two
officers who are also directors. In February and August 1997, the Board and the shareholders authorized an
amendment o the annual bonus provision, to exclude merger and acquisition costs in calculating net profit
for bonus purposes. In May and August 1999, the Board and shareholders authorized the grant of a bonus
to an officer who is also a director in recognition of his efforts in completing the Offering. In February
2000, the Board, subject to shareholder approval at the next annual meeting, authorized the cancellation of .
loans to two officers who are also directors, the amendment of their emplayment agreements for salary and
bonus adjustments, and the grant of options which will comrmence vesting over a three year period,

Management Employment Agreements

Yoel Gat and Amiram Levinberg, two of our co-founders, ere currently smployed under
-employment agreements renewable-gnnually on December 31 of each year. The employment agreements
are subject to earlier termination by each officer upon 60 days' notice to us. The agreements provide for an
adjustment to the annual bonuses payable to Messrs, Gat and Levinberg under their employment
agreements, and Mr. Gat’s agreement provides for a personal annual allowance benefit of $150,000 to
cover personal expenses related to extended stays in the United States expected to result from the
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integration of Spacenet. Among other provisions, such agreements contain non-competition and
confidentiality provisions.

Advisory Board

We have authorized an Advisory Board to be composed of senior members of the business and
technology community with expertise in areas of our business, who will be expected to advise and assist us
in determining and implementing our strategic course of action, as well as fostering contacts with potential
customers for our products, There are currently no appointess to the Advisory Board.

ITEM 12: OPTIONS TO PURCHASE SECURITIES FROM REGISTRANT OR
'SUBSIDIARIES

Stock Option Plans

In January 1993, we adopted the Stock Option Plan (Incentive and Restricted Stock Options) (the
'*1993 ISO/RSO Plan"’) and Section 102 Option/Restricted Stock Purchase Plan (the ‘' 1993 Section 102
Plan™') (collectively, the **1993 Plans’"). The 1993 Plans provide for the granting of options and/or rights
o to purchase (in the case of the 1993 Section 102 Flan) up to en aggregate of 318,500 ordinary shares to our
Lo . officers, directors, key employees or consultants or any of our subsidiaries,

In June 1995, we adopted the following plans, referred to together as the **1995 Plans'":

(i) the 1995 Stock Option Plan {Incentive and Restricted Stock Options) (the 19935
TSO/RSQ Flan'"), which provides for the granting of incentive and restricted stock options for the
purchase of up to 3,190,000 ordinary shares (increased by 1,250,000 as a result of resotutions of
the Board in August 1999, and February and May 2000, which are subject ta approval by the
shareholders at the next annual meeting of shareholders;

(i) the 1995 Section 102 Stock Option/Stock Purchase Plan (the **1995 Section 102
Plan™), which provides for the granting of options to purchase up to 5,120,000 ordinary shares
. {increased by 3,500,000 as a result of resalutions of the Board in November 1999 and May 2000;
i and

(iit) the 1995 Advisory Board Stock Option Plan (the **1595 Advisory Board Plan'*),
which provides for the granting of optiens to purchase up to 150,000 ordinary shares.

The purpose of the 1993 Plans and 1995 Plans is to enable us to attract and retain qualified
persons as.émployees, officers, directors, consultants and advisors and to motivate such persons by
providing them with an equity participation in Gilat. In addition, the 1993 and 1995 ISC/RSO Plans are
designed to efford qualified optionees certain tax benefits available under the United States Internal
Revenue Code of 1986, as amended (the *‘Code’’). The 1993 and 1995 Section 102 Plans are designed to
afford qualified eptionees certain tax benefits under the Isracl Income Tax Ordinance. The 1995 Advisory
Board Plan is designed to allow for the granting of options to members of the Advisory Board, The 1993
Plans wilt expire on January 27, 2003 and the 1995 Plans will expire on June 29, 2005 (10 years after their
adoption), unless terminated earlier by the Board,

_ Each of the 1993 Plans and/the 1995 Plans is administered by a Stock Option Committee
appointed by the Board. The Stock Option Committee (comprised of Messrs. Gat and Levinberg for -
employees and officers who are not directors and Messrs, Gat, Levinberg and Tadmor for employees who
are also directors) has broad discretion, subject to certain limitations, to determine the persons entitled to
receive options or rights to purchase under the 1993 Plans and 1995 Plans, the terms and conditians on
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which options or rights to purchase are granted and the number of shares subject thercto. The Stock Qption
Committee also has discretion to determine the nature of the consideration to-be paid vpon the exercise of
an option end/or right to purchase granted under the 1993 Plans and the 1995 Plans. Such consideration
generally may consist of cash, or, at the discretion of the Board, cash and a recourse promissory note.

Stock options isswed as incentive stock options pursuant to both the 1993 and 1995 [SO/RSQ
Plans will only be granted to the employees of Gilat or its subsidiaries, The exercise price of incentive
stock options issued pursuant to both the 1993 and 1995 ISO/RSO Plans must be at least equal to the fair
market value of the ordinary shares as of the date of the grant (and, in the case of optionees who own more
than 10% of the voting stack, the exercise price must equal at Jeast 110% of the fair market value of the
ordinary shares a3 of the date of the grant), The exercise price of restricted stock options issued pursuant to
the 1993 and 1995 1SO/RSC Plans and the 1995 Advisory Board Plan must not be less than the Yower of (i)
50% of the book value of the ordinary shares as of the end of the fiscal year immediately preceding the
date of such grant, or {if) 50% of the fair market value per share of ordinary shares as of the date of the
grant. The price per share under options awarded pursvant to the 1993 and 1995 Section 102 Plans may be
any price determined by the Stock Option Committee.

Options are exercisable and restrictions on disposition of shares lapse according to the terms of the
individual agreements under which such options were granted or-shares issued. ordinary shares as to which
the rights associated with such shares have not vested will be held by 2 trustee designated by us,

As of June 15, 2000, we granied options to purchase a tatal of 304,950 ordinary shares under the
1993 Plans and 7,896,424 ordinary shares under the 1995 Plans for an aggregate of 8,201,374 ordinary
shares subject to options under such plans. The exercise prices for such options vary from $8.125 to
$136.50 and all such options expire at varicus times from September 2003 to May 2010. Of such options,
3,008,727 options were granted to officers and directors. As of June 15, options under the plans for & total
of 727,226 shares had been exercised. ‘

In December 1992, we granted options outside of any stock option plan to two then officers. One
officer, who has since again become an officer of Gilat, was granted an option to purchase 24,500 ordinary __, __
shares, at an exercise price of $0.33 per ordinary share, end the other was granted an option to purchase
- -+ 33,333 ordinary shares at an exercise price of 31200 per share, both on terms-anéd-conditions-comparable: - - - -- .o
: to those provided for under the 1993 Plans. As of June 15, 2000, 33,333 of these options have been
exercised.

. In May 1999, the Board approved the establishment of a new stock option plan under Section 102
of the Iscael Income Tax Ordinance with 500,000 ordinary shares to be reserved for issuancg. Management
was directed to prepare the plan and obtain the necessary regulatory approvals. The plan was approved by
the sharcholders at the 1999 annual meeting but the request for regulatory approval was withdrawn and
there are no current plans to activate the plan in the near future.

; ITEM 13: INTEREST OF MANAGEMENT IN CERTAIN TRANSACTIONS

Shareholder Reglstration Rights Agreement. On August 20, 1990, Gilet entered into a
Preferred Stock Purchese Agreement with Yoel Gat, Amiram Levinberg, Joshua Levinberg, Shlome Tiresh
) and Gideon Kaplan (the ‘‘Founders’*), Athena Venture Partners L.P. and certain related entities, DICFM,
L PEC and certain individua) investors (the *‘Investors’) under which the Investors invested a total of
.approximately $3.0 million in exchange for Gilat's Preferred Shares (which Preferved Shares were
i converted into ordinary shares at the time of Gllat’s Initial public offering). PEC has since transferred lts
shares to DIC Loans and DIC Loans has replaced PEC as a member of the Investors. In connection with
such agreement, we entered into a Registration Rights Agreement pursuant to which, among other things,
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(i) we agreed that at any time after the earlier of February 28, 1994 or six months after
the effective date of the first registration statement for our initial public offering of securities, the
holders of at least 10% of the ordinary shares who were parties to the Preferred Stock Purchase
Agreement could request that we file a registration statsment for such shares (a ‘‘demand
registration’’),

(ii} we apreed ta include the Founders' and Investors’ ordinary shares in a registration
proposed afier one year following the first registration (a ‘*company registration”’),

i (ili) we agreed to pay the expenses of a demand or company registration (subject to
ceriain limitations), and

(iv) the Founders and Investors agreed that during a period to be specified by us and the
underwriter (but not more than one year) following the effective date of a regisiration statement
for the Company's securities, and to the extent requested by us and the underwriter, they would
not directly or indirectly sell or offer the shares held by them, except ordinary shares included in’
such registration, provided that all officers and directors and all other persons with reg:stranon
rights enter into a similar agreement.

3 Under the Registration Rights Agreement, we agreed to indemnify each of the selling shareholders

; and any person who controls any of such sharehalders, to the extent permitted by applicable law, against
any losses arising from any alleged untrue statement of a material fact or any alleged omission of a material
fact in the registration statement or the prospectus for our public offering in October 1995 or from any
violation by Gilat of the Securities Act or the Exchange Act. Our indemnity does not cover any losses that
arise from any alleged untrue statement or omission or violation made in reliance upon information
provided to us by such selling shareholder. In addition, each of the selling shareholders agreed to
indemnify us and our directors and officers against any losses erising from any information provided to us
by such selling shareholder for use in the registration statement or the prospectus. We had obtained
insurance covering our officers and directors and the seliing shareholders to the extent permitted by {aw
with respect to certain matters in connection with the registration statement and prospectus for the October
1995 offering.

Transactions with Gilat Communications. [n July 1996, we entered into an agreement with

Gilat Communications Lid. (*'Gilat Communications'') under which Gilat Communications has been
granted non-exclusive distribution rights to sell and provide technical support for our products in South
Africa. In October 1997, we and Gilat Cormmunications entered into a 5-year marketing and purchase
agrecment (the "' 1997 Agreement™'} that replaced and terminated an earlier agreement entered into in
1593, Pursuant to the 1997 Agreement, Gitat Communications has been granted the exclusive right to
market the lines of satellite communications products and related components and options, and to provids
services with such products in Israel and areas controlled by the Palestinian Authority. Under the 1997
Agresment, Gilat Communications is required to meet certain annual minimum purchase requirements for
each of three specified categories of gur products, and during the initial term and any renewal term, Gilat

j Communications may not, without our prior wrilten consent, engage in centain activitles competitive with

| our business, If Gilat Communications satisfies the annual minfmum purchase requirements, the parties are
required to enter into good faith negotiations ta renew the 1997 Agreement three months prior to its

i expiration. In addition, under the 1997 Agreement, Gilat Communications was granted non-¢xclusive

rights to distribute and sell our products worldwide when and only if sold as part of, or 1o be used in

P _conjunction with, Gilat Communications’ products.

; Throughout 1999, we sold approximately $8.1 million in equipment to Gilat Communications for
distribution and as a value added reseller. The sales were in accordance with our standard sale terms and
' conditions. Certain of our officers, directors, principal and other shareholders are also shareholders of Gilat
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Communications. For tnore information regarding certain transections between us and Gilat
Communications, see notes 9 and 15 of Notes to Consalidated Financlal Statements listed in Item 19,

Merger-Related Agreements

In connection with our acquisition of Spacenet, we entered into a Merger Agreement and 2 serfes
of related agreements. The parties to those agreements include GE Americom which as of June 15, 2000
holds approximately 18.7% of aur ouistending ordinary shares. The terms of those agreements, and of
certain important provisions of the Merger Agreement are summarized below.

Post-Closing and Other Adjustments. The Merger Agreement contemplates certain post-

closing adjustments regarding the possibility of (a) our paying or receiving certain amounts in cash or (b}
our issuing additional ordinery shares to GE Americom in respect of such adjustments. Most of the post-
closing adjustments relate to an agreement between the parties that the net assett an the combined closing
balence sheet of Spacenet and its subsidiaries should equal $85 million and that any shortfall or excess, as
the case may be, should be addressed through post-closing adjustments. Other adjustments relate to the

" coliection of accounts receivable, the sale of specified items of Spacenet inventory and the allocation of
certain tax benefits. Pursuant to two settlement agreements entered into by the parties in December 1999,
GE Americom paid us $25 million for post-closing adjustments and undisclosed liabilities related to the
Merger, and for reimbursement of expenses. :

GE Americom Equlpment Purchase Commitment. GE Americotn and certain of its affiliates
were committed to purchase $37.5 million of our products through the end of 1999. GE Americom agreed
to pay us a credit against service fees we owed to GE Americom under certain Satellite Transponder
Service Agreements, equal to 40% of any shortfalls in this purchase commitment. As a result of this
agreement, in 1999, GE Americom pald us $15 million.

Indemnification. Subject to the limitations set forth in the Merger Agreement, GE Americbm
has indemnified Gilat and Spacener, and Gilat has indemnified GE Americom, from and against any losses
arising from indemnified obligations. The indemnification obligations primacily relate to damages arising
from breaches by the other party of representations and warranties under the transaction documents, as well
85 indemnities with respect to specified obligations of each of the partics. The indemnification obligations
were narrowed as 2 result of the settlement agreements described above.

The Transitional Services Agreement. Under the Trans/tional Services Agreement, in
consideration of the issuance of 5,505 ordinary shares, GE Americom provided Spacenet and its
subsidiaries, specified transitional services, including finance services, accounting services, purchasing
services, cash management services, computer-related services, payroll processing services and other
reasonably necessary services, through August 31, 1999, '

The Trademark Agreement. Under the Trademark Agreement, Geaeral Electric Company has

agreed to grant to Gilet, in consideration of 72,496 ordinary shares, a non-exclusive worldwide license to

_use the GE symbol in connection with certain products sold by Spacenet, Spacenet GmbH and Spacenet
BY, and certain services performed by Gilat, Spacenet, Spacenet GmbH and Spacenet BV, The Trademark
Agreement requires that Gilat and Spacenet adhere to certain specified permitted uses and standards of
quality. The Trademark Agreement provides that Gilat will use the GE symbol only in connection with the
specified products and services, including use in its packaging, labeling, general publicity, letterheads,
signs and other forms of advertising, instructions books and other literature. Tn addition, the Trademark

- Agreement provides that Gilat will not use the GE symbol as part of a trade name. The term of the
Trademark Agreement is three years and it may be renewed under certain circumstances for ore additional
year. Gilat has agreed to indemnify General Electric Company for a)] claims arising out of the Trademark
Agreement or the manufacture of products or performance of services by Gilat under the licensed mark.

*,
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The Shareholders’ Agreement. At the time of the Spacenest acquisition, Yoel Gat, Amiram
Levinberg, Joshua Levinberg, Shlomo Tiresh and Gideon Kaplan (tollectively, the **Founders Group®),
DICFM and PEC (collectively, the *'IDB Group™), and GE, GE Americam, General Electric Finance
Holding GmbH and General Electric Plastics BY (for purposes of the foltowing description, collestively,
**GE"") entered into e Shareholders’ Agreement. PEC has since transferred its shares to DIC Loans, and
DIC Loans has replzced PEC as a member of the DB Group.

Under the Shareholders’ Agreement, the Founders Group, the IDB Group and GE have agreed to
vote their ordinary shares in order that the Board of Directors of Gilat be comprised of seven members, and
in favor of the respective nominees of each of the groups to the following extent:

* The Founders Group will be entitled to nominate thres directors, as long &s (i) the
Founders Group collectively owns at least 30% of the ordinary shares owned by them
" when the Shareholders’ Agreement was signed, or (if) at least one of the members of the
Founders Group is serving as an employe¢ of Gilat;

» The IDB Group will be eatitled to nominate two directors, as lang as the IDB Group
collectively owns &t least 50% of the ordinary shares owned by them when the
Shareholder’s Agreement was signed, or one director if the IDB Group owns between
25% and 50% of those sheres; and

«  GE will be entitled to nominate two directors, as long 8s GE owns at least 50% of the
ordinary shares owned by GE when the Sharcholders’ Agreement was signed, or one
director if GE owns between 33% and 50% of those shares.

In addition, each of the sharcholders has agreed that it ‘will vote all of its ordinary shares in
accordance with the recommendations of the Board of Directors in respect of any matter bronght to a vote
of the shareholders of Gilat, unless (i) the matter relates to certain significant merger, restructuring or other
transactions or (ii} is directly and materially adverse to the interests of the sharcholder. The shareholders
have further agreed, for a period of three years, to vote in favor of the retention of Gilat's present senior
executive officers in thelr respective offices.

Under the Shareholders’ Agreement, GE has agreed to certain **'stand-still'’ provisions, including
agreements not to acquire any assets, businesses or praperties of Gilat, or any ordinary shares which would
result in GE being the beneficial owner of greater than 33% of the ordinary shares of Gilat, without the
prior epproval of the holders of a majority of the ordinary shares held by the Founders Group or the IDB
Group.

GE has also agreed not to solicit proxies, call any special meeting of shareholders of Gilat, or
propose any form of business combination involving Gilat. GE's standstill agreement is subject to o
number of exceptions, including a telease of any restrictions in the event of a bona fide third party tender
offer, or In the event that the Founders Group and the IDB Group no langer collectively hold at lesst 50% e
of the ordinary shares held by them at the time the Shareholders’ Agreemeat was signed.

Subject to certain exceptions, the Shareholders® Agreement also provides for restrictions on the
transferability or pledge of the ordinary shares held by the GE _piutms for a period of three years from the

_ date of the Sharcholders” Agreement, including general reswictions on the disposition of ordinary shares to

“certain competitors of Gilat. In addition, the Shareholders’ Agreement will generally provids for pro rata
rights of first refusal for the other parties with respect to the transfer of any ordinary shares by any other
affiliated party to any independent third perty.

The Registration Rights Agreement. At the time of the Spacenet acquisition, the holders of the
Registrable Securities (as defined below) were granted certain registration rights by Gilat. The
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‘'RegistrableBecrraies’ generally include the ordinary shares issued to GE and held by GE or any of its
affiliates, orthy:anyather person who is at such time a holder of Shares originally issued to GE and
representingat.leagi5% of the then outstanding ordinary shares, Gilat initially agreed to the immediate
registrationaifdllBegistrable Securities solely in connection with the transfer of such shares to one or more
affiliates of Gifi. The-Registretion Rights Agreement also provides for certain demand registration rights of
GE and the heltemmof Registrable Securities. Gilat will not be required to effect any registration during the
pendency of certaimBlackout periods, GE also has the right to participate (subject to certain limited
exceptions) on:a pigay-back basis in all registrations of Gilat's securities in connection with any. offering of .
its securities. The Begistration Rights Agreement provides that Gilat will indemnify the selling holders of
Registrable Secutiirs, and that the selling holders of Registrable Securities will indemnify Gilat, in each
-case, against cersaiuliabilities and expenses, including liabilities under the Securities Act, or will contribute
to payments that:the ether may be required to make in respect thereof.

The Rigitof First Refusal Agreemtent, Under the Right of First Refusal Agreement, GE

Americom bas grasted to Gilat, for a period of thres years,  limited right of first refusal to be the provider
in respect of any peeposal by GE Americom to obtain (i) any VSAT retuin channel equipment for
broadeast nerwork ad (ii) any integration services for the incorporation of VSAT return channel
equipment into atesadcast network. In addition, for a corresponding period, Gilat has agreed to grant to
GE Americom 2 Baiited right of first refusal to be the provider in respect of any proposal by Gilat to obtain

: any additional space segment capacity on a communications satellite providing services within the United

- -Suates. Gilat has slso agreed that certain integration services performed by Gilat for GE Ameticom under
the above-described right of first refusal will be at a discount of at least 20% from the price provided by the
relevant third-party irovider. Under the Right of First Refusal Agreement, GE Americom has agreed that if
GE Americom cemmmences offering GE*Star services, GE Americom will create a distribution program
and will offer Gilatdie right to become a world-wide distributor of GE* Star services for a three-year
period pursuant to the program terms and conditions established by GE Americom. In addition, if GE
Americom offers azmy third party an opportunity 1o become an exclusive distributor of GE*Star services in
any territory, Gilat will generelly be offered an opportunity to act as a co-exclusive distributor in such
territory. If Gilat elects to become & distributor of GE*Star services, GE Americom will under certain
circumstances prowide Gilat a discount on all wholesale GE®*Star services,

The Satellite Transponder Service Agreements. Under the Satellite Transponder Service
Agreements, GE Americom has agreed to provide to Gilat (i) certaln protected services on four
transponders on satellits GSTAR4 operated by GE Americom, (ii) certain protected services on one
transponder on satelfite GE-3 operated by GE Americom, (jif) certain protected services on three
transponders on sateflite GE-5 to be constructed, launched and operated by GE Americom, (iv) certain
preemptible testing servicas relating to specified bandwidth and downlink EIRP on one transponder on
satellite SN-3 operated by GE Americom, and (v) certain protected Ku-band service on portions of certain
transponders on satellits GSTAR4 operated by GE Americom. The terms of the services provided under
each of the Satellite Transponder Service Agreements are specified in each such agreement. Generally, the
services will be provided unti) the earliest of the end of the life, date of replacement or failure of the
relevant satellite, the date on which the relevant transponder fails or is preempted, or a specified
termination date provided in each agreement. Except in the case of the agreement described in clause (iv).
abave, Gilat pays GE Americom a monthly recurring service charge (generally on a per-transpondar basis)
in accordance with a schedule provided in each agreement. Subject to certain exceptions, the Satellite
Transponder Service Agreements provide for Gilat to indemnify GE Americom and certain affiliates for
claims arising out of services provided thereunder.

The Letter Agreemeats. tnder the Transponder Letter Agreement dated September 25, 1998,
GE Americom and Gilat have agreed, among other things, that (i) Gilat would analyze Spacenet’s current
space segment use and requirements on or before December 31, 1998 and will teke certain transponder
capacity on GE Americom satellites at the prices set forth in the Spacenet Letter Agreement described
below and (ji) Gilat will receive long-term fixed prices which Gilat believes are competitive and certain
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rights of first refusal for additional space segment capacity. Pursuant io a separate [etter agreement, dated
September 25, 1998 (the ““Spacenet Letter Agreement’’), GE Americom will provide additional bandwidth
end power as well as service protection leveis to Spacenet to the extent there is insufficient bandwidth,
power or protection tevels available to accommeodate existing customer requirements under Spacenet’s
existing transponder service agreements with GE Americom and third party providers,

The Tax Matters Agreement. On September 25, 1998, GE Americom, Spacenet, the Spacenet
subsidiaries and Gilat entered into the Tax Matters Agreement in connection with the Merger Agreement.
The Tax Matters Agreement provides for, among other , the parties’ responsibility for payment of taxes,
filing of tax returns, and contro! of any audit or other tax proceeding relating to Spacenet and the Spacenet
subsidiaries. The Tax Matters Agreement also contains representations, covenants and indemnities relating -
to general tax matters of the parties,

The Merger was intended to qualify as & ““1ax-free™ reorganization under Section 368(a) of the

~ Code. The Tax Matters Agreernent contains representations and covenants of the parties relating to the tax-

free nature of the Merger, In addition, GE Americom agreed to enter into a gain recognition agreement (the o
““‘GRA) with the Internal Revenue Service, in which under certgin circumstances during the period
ending at the end of the fifth full taxable year following the Merger, GE Americom will agree to recognize

- gain as if the Merger were taxable to GE Americom. In connection with the GRA, Gilat has agreed in the

Tax Marters Agreement not to take certzin actions, including, without limitation, the dispasition of the
stock of Spacenet and the disposition of **substantially all'* of the assets of Spacenet and the Spacenet
subsidiaries, if doing so would cause GE Americom to recognize gain under the GRA. The Tax Matters
Agreement provides that Gilat, Spacenet and the Spacenet subsidiaries, on the one hand, and GE
Americom, on the other, will indeanify the other party from any tax resulting from certain breaches of
reptasentations and covenants relating to the tax-free nature of the Merger. Each party's liability for
purposes of such indemnification will be limited in certain respects pursuant ta the terms of the Tax
Matters Agreement.

The Tax Martcrs Agrcement provtdes that the amount of any cash that GE Americom has a right
to receive under the Tax Matters Agreement or any other agreement related to the Merger will be reduced
to the extent that the Feceipt of such amount would cause the fair market value of the cash and property
other than ardinary shares received by GE Americom in connection with the Merger, in exchange for the
stock of Spacenet, to exceed 25% of the fair market value of the ordinary shares delivered by Gilat to GE
Americom at Closing, subject to certain exceptions pursuant to the Tax Matters Agreement.

The Tax Matters Agreement provides that, in cettain ¢ircumstances, if the Merger is subjeétto tax

‘pursuant to Section 367 or Section 368 of the Code (including, if GE Ameticom recognizes gain pursuant

to the GRA), then GE Americom shall, subject to applicable United States and Israeli securities laws, be
entitled to sell such number of ordinary shares reasonably necessary in the opinion of a nationally -
recognized investment bank 1o realize net proceeds equal to the amount of such tax plus the amount of any
tax pa:d by GE Americom in connection w:th the sale by GE Americom of such ordmary shares.
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PARTIL
ITEM 14: DESCRIPTION OF SECURITIES TO BE REGISTERED

Not applicable.

. PARTIII
ITEM 15: DEFAULTS UPON SENIOR SECURITIES

Not applicable.

ITEM 16: CHANGES IN SECURITIES, CHANGES IN SECURITY FOR
REGISTERED SECURITIES AND USE OF PROCEEDS

Not applicable.
PART 1V /
[TEM 17: FINANCIAL STATEMENTS

Not applicable.
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ITEM 18: FINANCIAL STATEMENTS

The Consolidated Financial Statements and related notes thereto required by this item are
contained on pages F-1 through F-43 hereof,

ITEM 19: FINANCIAL STATEMENTS AND E)ﬂ:IEBITS

(3) Index to Consolidated Fingncial Statements PAGE
Report of Independent AUGILOES . ... v ecemescesiensisssmmrisismasesri s st sansessesonssssios sasssiss stss sescssstserameressesnsssanes F-2
Conselidated Balance Sheets at December 31, 1998 and 1999.... - RN b
Consotidated Statements of Incorce for the Years Ended DeoemberBl 199‘7 1998 and 1999 W .
Consolidated Stetements of Changes in Sharehalders’ Equity for the Years Ended December 31 F-6

1997, 15998 and 1999 ... e cetes e ariasserssaserasranis
Consolidated Statements of Cash Flows for the Years Ended December 31 1997 1993 ancl 1999 ........... F-7
Notes to Consolidated Financial SIALEMERIS . ......ccveuverveseerearisrmrrsssiessarssassssseronssns s esertrese s e eearaaets F-10
Report of Independent Auditors with respect of Gilat FIOTd® ..o rvvensimmssesisscineesisssssroesvessnoons o3

{b) . Exhibits

21 | Consent of Kesselman & Kesselman
22 Consent of Berman, Hopkins,
Wright & Laham, LLP
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